


5. High-Level Strategic Risk Analysis

Risk Category — Change in Law

Potential Risk
Risk Description Consequences Likelihood Impact Allocation Risk Mitigation Strategy
Change in Law
Change In Law Additional cost Medium Low Private Sector | General changes in law are borne by the Private Sector.
(including taxes) Loss of
revenue Action required: Address during procurement period via Project
Agreement.
Discriminatory Additional cost Low Medium Public Sector | Discriminatory changes in law are likely borne by the Public Sector (i.e.
Change in Law Loss of any changes that are directed at PPP's or the project itself).
revenue Compensation may be in the form of temporary relief from various
obligations or compensation.
Action required: Address during procurement period via Project
Agreement.
* Critical risk prior to going to market
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5. High-Level Strategic Risk Analysis

Risk Category — Plaza Specific

Potential Risk
Risk Description Consequences Likelihood Impact Allocation Risk Mitigation Strategy
Plaza specific
Customs/Border | Additional cost Medium Significant Public Sector | Customs requirements for both the US and Canada present unique
Security issues to structuring the transaction. Decisions need to be made on the
requirements* following issues:

1) Are US plazas included as part of the transaction?

2) What approvals are required in order to include plazas?

3) |If plazas are not included as part of the transaction, coordination
costs of integration may increase.

Action required: Engage Customs / Border Security regarding
requirements at a high-level. Determine if procurement can be
provided as part of the transaction. Decide how their impact will be
included from a technical and contractual perspective.

* Critical risk prior to going to market
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5. High-Level Strategic Risk Analysis

Summary of Critical Risks Prior to Going to the Market
« Political/Project Champion
+ Legislative
« Jurisdictional / Joint Venture
» Schedule
« Land Assembly / Appropriation
* Investment Grade Traffic Forecasts
« Competition (existing)
« Connecting Facilities not Build

+ Customs / Border Security Requirements (Plazas)
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Conclusion

Governance Models

The Partnership has not yet decided on a specific governance model for the transaction. This decision is a necessary step in order
to move the Project forward. Three possible options are:

« Bi-National Authority — the crossing would be jointly owned through the formation of a single international body or Authority.
Reciprocal legislation would required in both countries to enable the construction, maintenance and operation of bridge and
plazas.

» Separate Ownership — each half of the crossing would be separately owned. In Canada, a Federal Corporation would own the
Canadian half of the crossing. In the US, MDOT and FHWA would become the owners of the US half of the crossing.

« Joint Venture — the Partnership would agree to form an entity detailing the responsibilities of each partner through a USA.
— Single Transaction
— Multiple Transactions
Preferred Governance and Transaction Option
The preferred governance option for the transaction is the JV model. The formation and membership of a joint venture is subject to
a) the willingness of each member of the Partnership to enter into a joint venture; and
b) jurisdictional and legislative hurdles faced by each member of the Partnership (as applicable) in trying to form the joint venture.
The recommended option is for the Partnership to procure the Project (i.e. the end-to-end solution) as a single transaction if the
jurisdictional issues can be resolved by Summer 2007 and the size of the transaction is within the $3 billion range, in order to meet
the current transaction timeline of 2013. The Partnership will need to marshal its resources in order to meet the Summer 2007
deadline. Under a single transaction, jurisdictional issues (coordination and collaboration) would be mitigated and the JV would

manage these risks.

If the jurisdictional issues cannot be resolved by Summer 2007, then the recommendation would be to procure the Project under
multiple transactions (Canadian access roads, bridge/plazas, US access roads).
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A. Richmond/Airport/\Vancouver Project Governance

Project Name and Location

Richmond/Airport/VVancouver Rapid Transit Project (RAVCO), the project office was set up by the multiple public sector
authorities including Translink, the Government of British Columbia, the Government of Canada, and the Vancouver Airport
Authority (YVR).

Project Description

RAV is a rail-based rapid transit line that will link central Richmond, the Vancouver International Airport, and Vancouver along
the Cambie corridor to the emerging transportation hub at Waterfront Station in downtown Vancouver. It is a significant element
in the Greater Vancouver regional transportation network, providing much-needed access between dense and growing
residential areas and key employment, commercial, hospital and institutional centres. It will be 19.5 km/12.1 miles long with 18
stations.

Project Size
$1.9 billion

Status of Project
Financial close occurred in late July 2005.

Consortium
SNC Lavalin, British Columbia Investment Management Corporation and Caisse de Depot.

Project Delivery:
DBFO - 35 year concession, 7 year upfront construction period.

Funding
CDN $1.9 billion of up front investment for the construction of the line funded as follows:
« CDN $1.2 billion from the Provincial and Federal Government
« CDN$ 700 million from private finance (long term project finance bank debt and equity)

Payments

Private sector receives annual concession payments once construction is complete and line is deemed available for use:
« 70% based on availability
+ 20% based on quality
+ 10% based on patronage (demand)
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A. Richmond/Airport/\Vancouver Project Governance

Governance

Project Office Composition
March/April of 2002, Greater Vancouver Transit Authority (GVTA or TransLink) and the other funding agencies created a Project
Team to establish project scope, technical analysis and assess the financial feasibility of the Project.
* Project Director
» Technical Director
* Finance Director
* Communications Officer
Day to day decisions were made by the Project Office and milestone approvals taken back to the funding agencies
September 2002, RAV Project Management Ltd. (RAVCO) formed as a subsidiary of GVTA for Project implementation
The private partner negotiated with the Project Office (and later RAVCO) during all stages of the procurement

CLCO (RAVCO) Board Composition
October 2003, the RAVCO Board was established, by the Local Funding Agencies to oversee project design, procurement,
construction and implementation.
The Board is comprised of 8 directors, 5 of whom are independent (including the Chair).

* Representing Vancouver International Airport Authority — President/CEQ,

» Representing TransLink - CEQO, Vice President,
In addition to directors, one senior representative from the City of Richmond and the City of Vancouver attend Board meetings in
a non-voting capacity. A representative from Western Economic Diversification Canada also attends as an observer (non-voting).
Decisions at RFP and BAFO stages made at CLCO board level with members reverting to the funding agencies for financial
approvals.
The Federal government involvement in the project was limited to mainly funding. TransLink and the Vancouver International
Airport Authority played a greater role given the provincial nature of the transaction and the resulting board membership on CLCO.
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A. Richmond/Airport/\Vancouver Project Governance

Project Structure

Private partner

. Provincial Federal
TransLink
Government Government
Richmond Agencies GVRD
RAV
|Va ncouvef Company Port
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A. Richmond/Airport/\Vancouver Project Governance

Outline Schedule

Proiect Definition
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Procurement
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B. AFP/PPP Options

Alternative Finance Procurement / Public Private Partnership Options

The Partnership is investigating Alternative Finance Procurement (“AFP”)/PPP options for the Project. The elements of the
procurement options include:

+ Design;
+ Build (Construction) / Finance; and

* Operations and Maintenance.

The elements are bundled together under the following procurement options. Each of the elements is discussed in further detail in
the rest of this section. It should be noted that the level of inclusion of each of the elements will be dependent on the level of risk
transfer the Partnership is comfortable with and any legislative or operational restrictions which may exist

Model Description

» The private sector designs, builds and finances the assets throughout the contractual term
Design-Build-Finance- ) o - _ - )
Maintain (‘DBFM") + The private sector maintains the hard facility maintenance responsibilities during the term of the

contract

_ o « The private sector designs, builds and finances the assets typically under a long-term
Design-Build-Finance- concession contract

Operate (“DBFQ")
» The private sector then operates the asset during the term of the contract

Design-Build-Finance « The private sector designs, builds and finances the assets until the end of the construction

(“DBF”) pefEOd

« The public sector pays a fixed sum to the private sector at the end of construction and begins to
operate the asset
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B. AFP/PPP Options

Design Impacts on AFP/PPP Procurement Option

There are three main options of how design can impact the procurement option:

1. Partnership develops a detailed design prior to RFP process and private sector merely prices the construction of the design
given to them.

2. Partnership provides a detailed design to bidders and bidders are asked to propose innovations to the existing design. The
Partnership design can break down space components into three categories as follows:
— Must adhere to the defined mandatory element
— Partial - opportunity to apply innovation and change within parameters
— Full - full private sector freedom to innovate and change

3. Partnership provides bidders with a facility program (preliminary design with performance outcomes) only. Bidders then submit
their own designs, and a multi-stage interactive process is used with the bidders ensure design integrity

The amount of potential innovation increases as you move from Option 1 to Option 3. The design of the bridge, the plazas and the
access roads have an impact on operational and construction efficiencies, as well as life-cycle management. Design innovations
may also provide increased value for money for the Project.

Market Perspective

The bidding community encourages, and more often than not prefers, the ability to provide design innovations and efficiencies

in a procurement process. It allows bidders to develop innovative solutions that set them apart from other bidders and provide
additional value to tax payers. In most cases where a design is provided there is limited to no scope for improvements/risk
transfer. Bidders are often discouraged when AFP/PPP transactions are used primarily to arrange financing.

Given that a detailed design for any element of the Project does not currently exist, Option 3 may be the most attractive option in
order to meet the Project timeline and objectives.
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B. AFP/PPP Options

Build (Construction) and Finance impacts on AFP/PPP Procurement Options
« Current construction estimates for the Project range from $1.9 billion to $6.0 billion.

Bridge
($482MM to $1,135MM)2
Source:

1 URS Canada

2 Detroit River International Crossing Study, Public Information Open Houses, December 6 and 7, 2006
3 Corradino Group (US to Canadian exchange of 1.20)

« Financeability of the Project will be highly dependent on the strength of traffic forecasts for the Project. Toll rates and
structures for the bridge and the access roads will impact demand, especially considering that there are competing crossings.

» Based on preliminary high-level estimates and assumptions, it has been determined that the Project will require government
funding. The source, timing and amount of government funding is still to be determined.
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B. AFP/PPP Options

Build (Construction) and Finance impacts on AFP/PPP Procurement Options (Cont’d)

+ The extent to which elements of the Project (bridge, plazas and access roads) will be included in the transaction is highly
dependent on:

— The financeability/affordability of the Project (including such elements as government funding, term of concession and
risks of the project, etc).

« Government funding can come from federal, provincial and state governments. Depending on the funding needs,
funding may be provide upfront or over the concession period.

« The concession length is often governed by the useful life of the asset and often expire once an asset's useful life
expires; however, in the case for road/bridge, the useful life is so long that it is not possible to finance these assets
efficiently over this duration. The term of finance and the payment mechanism often becomes a key driver.

« The level of risk of the Project is dependent on the risk allocation. The key is to allocate risk to the appropriate party.
Allocating too many risks to the private sector can increase costs (construction and financing).

— The payment mechanism may be structured as a real toll, shadow toll, availability payment or some combination of the
tolls for different elements of the Project.

Market Perspective

Some key considerations from a construction and financing perspective for the Project would likely be:

« Market capacity — Adequate debt and equity should be available to finance the Project, a question will be the capital structures for the
Concessionaires which will be driven by the lenders requirements and be based on the risk profile of the Project.
Traffic demand and forecast — Traffic forecasts for greenfield projects are inherently more risky, especially for this Project, considering
there are competing crossings. If traffic risk is borne by the private sector they may require some sort of guaranteed payments if traffic

demand is inadequate.
Competing tolls — Tolls from competing crossings will impact tolls for this Project. The private sector may consider government
subsidies should tolls rates decrease below current levels due to hostile price wars.

Concession length — The concession lengths are generally governed by the payment mechanism and are in the range of 25-30 years.
Quality of the financial guarantees from the governments and newly created vehicle to govern the Project.
That environment approvals and government approvals are obtained in a timely manner to meet the Project timeline.
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B. AFP/PPP Options

Operations and Maintenance impacts on AFP/PPP Procurement Options

Two operations and maintenance options are being considered under the AFP/PPP procurement approach.

» Maintain — Private sector maintains the hard facility maintenance (major maintenance) requirements of the Project during the
term of the concession contract

« Operate - Private sector provides the operational and maintenance requirements of the Project during the term of the
concession contract.

Choosing between the Maintain Option and the Operate Option is impacted by legislative scope restrictions and the risk appetite of
the Partnership. The inclusion of additional operating services (i.e. the Operate Option) allows the private sector to introduce
additional innovations and the potential for increased value for money for the transaction.

Operational and security requirements are different for Canada and the US and must be addressed when defining the Project scope
for operations and maintenance for the Project. For example:

+ Plazas in the US are normally operated and maintained by the US authorities (this is also a stated policy and objective of the
Project), whereas in Canada operations and maintenance plazas can be operated and maintained by the private sector.

+ Day -to-day maintenance, accident management, cleanliness, policing, etc fall under the Operate Option. Consideration must
be made to the requirements of the various jurisdictions involved in the Project (e.g. Canadian and US federal police are
responsible for policing the bridge, Michigan state police are responsible for policing the US access roads and Ontario
provincial police are responsible for policing the Canadian access roads).

Market Perspective

The bidding community encourages the use of operational and maintenance innovations to the extent the risks can be

appropriately transferred to the private sector. Concerns arise when too many risks are transferred to the private sector, driving
up costs and not enough risks being transferred, reducing value for money on the Project. The key is to allocate risks to the party
that can best manage them.
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B. AFP/PPP Options

Summary

+ From a market perspective a DBFO or DBFM structure is suitable for the bridge, the plazas and the access roads as a single
transaction approach or a multiple transaction (bridge/plazas and access roads) approach.

« The key to structuring the procurement is appropriate risk transfer. The risks allocation between parties needs to be carefully
reviewed to ensure they are consistent with the Project’s and the Partnership’s objectives and that the Partnership is
comfortable assuming the risks that are being retained based on its ability to effectively manage them. Risks should be
allocated to the party that can best manage them.

— The Partnership must decide what elements of design, build and operations and maintenance to include as part of the

Project
« A key decision to the procurement model will also be potential transaction structuring options which are discussed in the next
section.
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