B0 PPP Canada P3 KNOWLEDGE EXPERTISE

Presentation to the International
Federation of Municipal Engineers

18 April 2016

Monique Allain — Advisor, Strategy and Market Development
Waleed Shawkat — Principal, Project Development

Danny Wisniowski-Wong — Associate, Project Development
Michael Manocha — Associate, Investments




%) PPPCanada EXPERTISE

Agenda

 Introduction to PPP Canada
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* Payment Mechanism

« Capital at Risk
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PPP Canada — Leading the Government’s P3 Agenda

Acts as a Source of Expertise

Advances Federal P3 Projects

Supports Other Levels of Government
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A Source of Expertise: Our Experience at Work

Since 2009, PPP Canada has helped double the number of P3s in the

Canadian market by:

Investing over $1.3 billion in projects across the country leveraging
more than $6.5 billion in public infrastructure

Reviewing 300+ project proposals for P3 suitability
Evaluating 50+ P3 business cases

Conducting due diligence on 20+ projects in various phases of
procurement

www.p3canada.ca 4
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Definition

P3s are a long-term performance-based approach for
procuring projects where the private sector assumes a major

share of the responsibility in terms of risk and financing for the
delivery and the performance of the asset, from design to long-term
maintenance.

www.p3canada.ca
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P3 Characteristics - Integration

A P3 contract, or Project Agreement, typically includes a number of
phases:
— Design;
— Build;
— Finance;
— Operate; and
— Maintain.
* In our P3 contracts, the public sector retains the ownership of the asset

— A P3 contract is not a joint venture with the private sector, a co-ownership, a
divesture of an asset or a lease contract.

www.p3canada.ca 7
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P3 Benefits and Costs

Asset Hand Back

On-Time, On Budget

Risk Transfer

Whole Life Cycle Cost Minimization

N More Complex Procurement Process
Accountability = Higher Transaction Costs

BENEFITS
S1S0OD

Fiscal Planning Certainty

Upfront Disciplined Planning

Innovation

www.p3canada.ca 8
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P3 Characteristics - Performance

Output based specifications
 The public sector includes performance specifications
that define what is required rather than how it is done

— Encourages innovation in the private sector

— Includes powerful financial incentives and a strong monitoring
regime to promote compliance through each phase of the project

e The public sector transfers risks that the private sector is

best able to manage, such as:
— RIisk of cost overruns, design deficiencies, construction delay,
etc.

www.p3canada.ca
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P3 Characteristics - Financing

 Most P3s are financed by debt and equity, and rely on
performance-based payments to be repaid. As a result:

— The financiers exercise a great deal of due diligence and
oversight on the project

— The financing anchors the risk transfer to Project Co, and

provides strong incentives for compliance with terms of the
Project Agreement ~

www.p3canada.ca 10
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| Procurement vs. P3 Procurement
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Infrastructure Delivery Model Spectrum

Design/Bid/ . :
siﬂ:d ' Design/Build | Typically a combination of Design/Build AND: Completely Private
Finance and/or Maintain and/or Operate
o | £
: Degree of Private Sector
Responsibility and Risk
Entirely Public (Traditional) Public-Private Partnership Entirely Private(Market-based)

The most robust forms of P3 are those where the private sector bears financial

risk throughout the project lifecycle: DBFM and DBFOM models

www.p3canada.ca 12
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«_  Will my project make a good P3?
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FINANCIAL ADVISOR

P3 Business Case Services

Undertake procurement options analysis
Prepare case studies on precedent projects
Develop the project description

Conduct market sounding

Undertake qualitative assessments

Develop procurement strategies and
implementation plans

Plan and conduct risk workshops
Undertake Quantitative Risk Assessments
Conduct Value-for-Money Analysis

Advise on desired results and performance
requirements

Financial / Transaction Advice
Develop the financing structure
Conduct Value-for-Money Refreshes

Prepare corporate finance / capital markets
advice

Provide advice on Securities and Taxation
Provide advice on construction financing

Propose methodologies for financial
submission evaluation

Evaluate financial submissions

Support activities during financial and
commercial close

Key Advisors

TECHNICAL ADVISOR

Engineering Reviews & Risk Analysis
Participate in risk workshops

Conduct due diligence on risk matrices
Review feasibility and pre-feasibility studies
Peer review approach of technical work
Technical Advice

Prepare and review schematic designs
Prepare and review technical programs
Undertake and review geotechnical analysis
Analyze technical specifications

Contribute to procurement documentation
Develop performance specifications

Develop and review environmental criteria
Identify quality management requirements
Lead technical evaluation of submissions
Perform technical compliance reviews
Assist with the resolution of technical issues
Confirm the technical feasibility of proposals
Evaluate technical submissions

Assist sponsors with project management
Participate in project sponsor committees
Audit construction progress

Review progress reports

P3 KNOWLEDGE

www.p3canada.ca

COST ADVISOR

Prepare and review schematic cost estimates

Prepare, review and benchmark elemental
cost breakdowns

Quantity surveying
Cost certification

Project budget review for capital and
operating cost estimates including lifecycle
expenditures

Value engineering

Peer review costing methodologies and other
reports related to cost consulting work

LEGAL ADVISOR

Draft/review documentation
Terms and conditions
Submission requirements
Payment mechanisms

Risk allocation

Evaluation criteria and manuals

Provide support during negotiations
Advise on submissions’ compliance

Dispute resolution

Participate in meetings and provide legal
advice and guidance.

16
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Levels of Design

- Conceptual design, Class D

- Schematic design, Class C

- Design development, Class B
- Design documents, Class A

Conventional Delivery Method

Construction
Conceptual  Preliminary Detail Design
\ \ A
{ | | 1’
\ I \ J
0o ! ! | ! 100%
Conceptual Schematic Development of Detail Design

PPP Delivery Method ~ “onstruction

www.p3canada.ca 17
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Minimum Work Required for Highways Project

Schematic horizontal and vertical layout of the Highway and associated structures, including Highways Drawing / Outline Brief
basic statistics, e.g. dimensions, number of lanes, parking, exits, overhead signs, etc. (30% Designer
complete)
As-built drawings for existing Highway and structures (if applicable) Sponsor Drawing
Demolition drawings (if rehabilitation), including clear indication of existing materials to Structural Drawing
remain Designer
Geotechnical and foundation system; load requirements; and, specific foundation Geotechnical / Drawing
requirements to address geotechnical issues Foundation
Designer
Highway cross sections and structures’ sections Highways Drawing
Designer
Outline specification (10% or higher), with selected materials, sizing and performance All Consultants Report
requirements
Preliminary / existing drainage study Hydrologist Report
Existing utility location Consultant Drawing
Electrical requirements Electrical Outline Brief
Designer
Environmental study Consultant Report

www.p3canada.ca 18
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Elemental Cost Analysis

B aC kg rO U n d Project Reportdate : 7 May 2015

Page No. CF -1
- Location ELEMENTAL COST SUMMARY Bldg Type : 121
- Recognized by CIQS ... CT.index : 00
Consultant . TBT GFA 161,356 m2
| Ratio | Elemental Cost | Elemental Amount Rateperm2 |
Element toGFA|  Quantity | Unitrate | SubTotal | Total | SubTotal | Total | * |
A SUBSTRUCTURE 161 356 m2 5481125 3397 1.1
P u rpose A10PIERS [ [ 0 000 00
101 Foundations v} 0.00
H 102 Walls Q 0.00
b MOHItOI‘ and COHtI‘Ol 103  Columns 0 0.00
. . 104 Cap Beams | 0 | 0.00 | |
A20 TOWERS 5,481,125 3397 | 14
costs during design L e o o
202 Walls 0 0.00
203  Columns | 0.000 | 1 Sum | 51375000 | 513750 | 3.18
204  Cap Beams | 0.000 1 Sum | 496737500 4,967,375 | | 30.79 | | |
. A30 ABUTMENTS ] 0 000 00
Elements selection 21 Eoundatons ° 0%
303 Wing Walls | | | | o | | 0.00 | | |
A40 OTHER SUPPORTS | 0 000 00
401 Thrust Blocks 0 0.00
. 402  Anchorages | | | | o | | 0.00 | | |
C B SUPERSTRUCTURE | 161,356 m2 | . | 376,603,000 | | 233399 725
Ontlngency B10 SHORT SPAN ASSEMBLIES | l f | f o | 000 00 |
101 Flexural Members 0 0.00
102 Diaphragms 0.000 1 Sum 0.00 0 0.00
103 Bracing 0 0.00

www.p3canada.ca 19
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Typical P3 Process Milestones

Conceptual Design
Approvals

Hiring Advisors

Developing Design and Cost Estimate
Market Sounding Interviews

Risk Workshop

Value Engineering Workshop
Efficiency Workshop

RFQ

RFP

Commercially Confidential Meetings
Selecting a Preferred Proponent
Awarding

} Initiation

— Development

—  Procurement

20
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Procurement Timeline

Procurement Stage Typical Length of Time
RFQ 1.5 to 3 months open period
RFQ Evaluation 1 month
RFP 7 to 11 months open period
RFP Evaluation 1-2 months
Time between Nomination of Preferred 2 to 4 months
Proponent and Financial Close

RFQ Submission Date RFP Submission Date
PS L 4

Issue RFP
Issue RFQ

EOIl and/or - :
. . REP Commercial and
Market REP Open Period . : .
: Evaluation Financial Close
Soundings
arsfﬁii“ e R R i D
Evaluate RFQ and short- Nominate Preferred
list Proponents Proponent

www.p3canada.ca 21
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Project Team Chart

Sponsor
(Government)

Project Agreement

Debt Financing . Equity Financing
Project Co.
Construction Debt Construction Equity Loan

Long-Term Debt (S PV ) Long-Term Equity

Design-Build Contracts 0 & M Contracts

Design Construction Operating Maintenance
Sub-Contractors Sub-Contractors Sub-Contractors Sub-Contractors

www.p3canada.ca 22
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2,500.0

2,000.0

1,500.0

1,000.0

500.0

R

PSC

i Risk Adjustment

11.8% VIiM

SB

B Transaction Cost

B Competitive Neutrality
B Financing Costs

m Lifecycle Costs

B Operating and

Maintenance Costs

M Construction Costs
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Jurisdictions analyze the same project elements
and essentially yield the same conclusion
although there are differences in methodologies
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VFM Methodologies
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Traditional vs. P3 Funding Profile

Annual Cash Flows

60 | Construction Operation and Maintenance phase
50
m DBFOM
(7]
§ 40
=
*g 30 ——Traditional
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Payment Mechanism during Construction

» Substantial Completion Payment — strong form of Performance-
Based Payment

— Single payment at substantial completion
— Testing/certification by Independent Certifier
— 100% of private capital is at risk during construction

— Strong incentive for Project Co. to deliver high quality asset on time.

p3canada.ca 31
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Payment Mechanism during Construction

* Milestone Payments —
Alternative Performance-Based Payment form

— Asset bundle — paid upon completion of each asset
(e.g.: BC Housing — 13 SRO hotels)

— Clearly defined construction milestones available for use prior to
substantial completion of entire asset
(e.g.: Regina Bypass — section of highway available)

p3canada.ca 32
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Project Revenues

Operations and Maintenance (O&M)
X

Senior Debt Service & =

iy

=

Debt Service Reserve

Major Maintenance (Lifecycle) Service Reserve @l‘

Other Reserves (if any) 5\
Returns to Equity Partners ﬁ
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Financing Structure

Public Sponsor

Availability payment Avalilability of the asset (service)

Shared revenue

-

it +Gearing Jor | leverage «-——-———-—-—-————————————————— |
| 9 | 11 10 |
I v - - I :
Lenders: Debtﬁnancing’ Project Company | Equity financing Equity
(Loan Special Purpose investors
Agreement O  |gm m m e e e Vehicle  [~——====== » (Shareholder
trustindenture) Repayments Dividends and Agreement)
Senior debt Interest driven : capital repayment
I IRR driven 10-14%
Fundsto design, build | R
O&M the asset i Toll revenue”

Asset:
Highway, Wastewater treatment plant, etc

p3canada.ca 34
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Capital at Risk

* Role of private capital at risk in P3 project delivery
— Compels performance through strong financial securities;
— Enables streamlined remedies in the Project Agreement;

— Brings additional scrutiny and expertise through third party due
diligence; and

— Facilitates true integration of the project team.

« Considerations of setting the range
— Project size, scope and nature
— Financiers’ acceptance
— O&M risk transfer

p3canada.ca
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Anchoring Capital to Risk

$250,000,000.00

$200,000,000.00

$150,000,000.00

$100,000,000.00

$50,000,000.00

==0&ME&R Payments

===Risk retained by Project Co
===(Capital at risk + free cash flow 50% SCP

===(apital at risk (senior debt) 50% SCP
===Capital at risk (senior debt+equity) 50% SCP

T T T T T T T T T
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049

<€
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Efficiencies Study

« PPP Canada engaged Morrison Hershfield Ltd to
undertake the study to deepen understanding of
technical efficiencies as they occur in P3 projects

 Industry feedback solicited through non-attributable
market soundings and consultations

« The findings will aid Project Sponsors in quantifying
project related technical efficiencies

p3canada.ca 39
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Jurisdictional Review

* Not all jurisdictions use the same methodology

p3canada.ca

Jurisdiction / Actor

Efficiency factor application

Factor used (% deal value)

AB / Alberta
Infrastructure

Estimated at project cost roll-up
level. Determined in-house using
standardized factor

Range:
5% to 15% applied as blended
rate for all efficiencies including
risk

ON / Infrastructure
Ontario

Estimated at project cost roll-up
level. Determined in-house using

Standard factor:
12% applied to base costs net of

standardized factor risk
. . , Range:
BC/PaE;tCr;ershlps Estlma;?drz(i)t.epcrtoi)ectht?:gm;]ttal level DIB @ 7% to 9%: and
project by Third party OMR @ 1% to 3%
Estimated at cost breakdown level: Standard factors:
. . 0 .
SK / City of Regina CapEXx; energy and consumables; CapEx @ 15%;

life cycle costs. Determined in-
house using standardized factors

Energy/consumables @ 10%;
Major lifecycle @ 10%

40
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Efficiencies Study

What are Efficiencies?

— can be defined as: opportunities to incrementally improve the effectiveness and
economic performance of a P3 project, and measured on how well and productively
the Special Purpose Vehicle (SPV) in a P3 project uses available resources to achieve
pre-established objectives and goals.

Diagram 2.1 — Efficiency materialization zone

Matenalization
zone for technical
efficiencies

Traditional

[:] Base Costs D Financing Costs i Ancillary Costs

Private Sector
Risk Premium - Retained Risk

p3canada.ca 41
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Efficiencies Study

How are Efficiencies Generated?

— Enablers: essentially create a situation in which
efficiencies may be created
» Technical Requirement Flexibility
 Availability of Technical Variants
 SPV Expertise

— Drivers: ways in which efficiencies can occur given the
presence of an enabler
 Integration of delivery team practices
« Application of whole-of-life considerations
« Enhanced project management practices

p3canada.ca 42
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Efficiencies Study

planning procurement contract management phase
phase phase
4 ¢ . i - _  —
design & operation, maintenance and life asset
construction cycle life span

Cost Efficiency Materialization Zone

I |

Efficiency Efficiency |

dentification ~ Enabling Study Frame
Zone Zone
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Efficiencies Study

Challenges and Limitations

 Hurdles for the Public Sector:
— Legislative Enablement
— Asset class immaturity
— Burden of early due diligence
— Transfer of input control

e Hurdles for the Private Sector:
— Requirements inflexibility
— Background information fidelity
— Duration of due diligence
— Local market capacity
— Long-term warranty

p3canada.ca 44
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Efficiencies Study

Summary of results:

— Efficiencies were reported as materializing in the
execution of P3 project models

— Technical efficiencies are often blended within larger
catchment of efficiencies, no consistent practice or
conventions were observed related to the estimation or
guantification of technical efficiencies

— Public sector can play a role as efficiency enablers

p3canada.ca 45
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Efficiencies Matrix

* Following consultations, an efficiencies matrix was
created to align practice of estimating efficiencies

« The matrix attempts to capture the main drivers of
efficiencies

e Similar to a risk matrix — the efficiencies matrix provides
an analytical framework to determine efficiencies on a
project-by-project basis

Efficiency (%) = (Probability of materialization) x (Impact
on net present value)

p3canada.ca 47
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Efficiencies Workshop

e Conducted like a risk workshop

— Usually done on the same day as a risk workshop as the same
people are required

* Objective of the workshop is to discuss potential
efficiencies and fill in the matrix

« Discussion helps to further understand the project and
how best to enable efficiencies for the private sector

p3canada.ca 48



B0 PPPCanada P3 KNOWLEDGE EXPERTISE

) i
o —_ - &
- - - - 2 -
== e N &3

Efficiencies Matrix

Project Incremental Cost Efficiency Category Canadian P3 Model (DBFM or DBFOM)
Stage (P3 versus Traditional) Probability of Materialization Impact on Cost
PLEASE HIGHLIGHT EACH CATEGORY BELOWTO | Zero Vj’;’ﬂ ';;’W 21"030"‘10 M;‘izri’;e 6:';/520 gg;s: Certain | .| 1%to | 4%to | 7%to | W0%to | 1% 1o | o oo
VIEW A MORE DETAILED DESCRIPTION/DEFINITION | 0% oo | a0 0% B0% 8;@;:]{:0 100% 3% 6% 9% 12% 15%
Designed with Constructabiity Input O O O O O ® O O O ® O O O O 0%
Commissioning O O O ® C O O O ® O O O O O 0%
Economies of scale/standardization O O O O ® O O O ® O O O O O 0%
Whale life/long-term wamanty O O O ® C O O O O ® O O O <& 0%
é Scheduling Q @] ] ® O Q @] Q O ] ® Qo O O 0%
é Quality Management O O O O ® O O O ® O O O O O 0%
§ Flexibility of technical requirements O O O ® O O O O O O ® O O O 0%
Supply chain management O O ® O C O O O O ® O < O O 0%
Impact of change orders O O ® @] O O O @] [C] O O O O O 0%
CM tools/applications @) O O O C O O O ® O O O O O 0%
Insert other (optional) ® O O O C O O ® O O O < O O 0%
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CONTACT US

100 Queen Street, Suite 630
Ottawa, Ontario K1P 1J9
Canada

Telephone: (613) 947-9480
Fax: (613) 947-2289

Toll Free : (877) 947-9480
Emall: inffo@p3canada.ca




