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1. Executive Summary

1.1 Objectives of Study

Price Waterthouse was engaged to determiné the level of government support that would be required
in arder to proceed with various HSR options in the Quebec City-Windsor corridor and alse to
identify the means by which HSR services could be financed.

1.2  Scope of Financial Analysis

We examined eight scenarios based upon our firm's expertise in financial analysis and financing, the
technical input set out in studies carried out by SNC, Canarail and CIGGT, and on the considerable
project finance experience of BNP. Our conclusions on financial matters are based upon the state of
financial markets in the third quarter of 1994,

In projecting future costs and revenues, it is important to recognize that the elements are subiject to
considerable uncertainty, Every attempt has been made to eliminate bias in carrying out our analysis
and to fairly present the financial projections in a meaningful way. It is important to note that the
Project has been analyzed on the basis that all segments would be constructed simultansously. This
approach permits a logical and unbiased financial analysis framework that clearly distinguishes
between the Pre-construction, Construction and Operating Periods for the Project taken as a whole,
Should the Project actually proceed, we have been advised that it would be preferable, indeed
necessary, to proceed on a phased basis.

In this report, all capitalized terms are defined in the Glossary of Definitions in Appendix 1.
1.3  Project Finance Considerations
The HSR Project will, at the outset, be regarded as of being of high overall risk by private sector

sponsors and financial institutions. in the context of the Project taken as a whole, no private sector
financing commitments of significance could be expected until the completion of the following:

. A fully costed set of engineering specifications;

. Further detailed traffic studies:

. Finalization of environmental reviews;

. A legislative framework tailored to meet the needs of the HSR Project;

. The formation of a workable, public-private institutional and contractual framework:

The emergence of a committed consortium of sponsors, contractors and financial
institutions; and

* Assurance that Construction Period and Operating Period risks that will not be financed by
the private sector will be borne by the public sector.

The above conditions preceden_t are no different that those found in other major transportation
infrastructure projects found elsewhere in the worid.

For this Project, we are of the opinion that a full private sector ownership option is not achievable for
the Project taken as a whole.

Further, we are of the opinion that the maximization of private sector financing would be achieved
under a public-private "partnership' concept in which Project risks would be shared, at all stages, by
the public and private sectors,
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The type of public-private structure that would most likely maximize private sector capital wouid be
as follows: '

APF‘“E:‘“‘:“ * Financial return o t
: percent o - . avernmen
Type of tinancing total Project Sources of financing backing
costs Type Seurce
Equity 1.5% Sponsors Dividends Project cash flow Partial "
(‘stakehoiders™ and capital
gain
Convertible subordinated 7.2% Private sector Interest, Project cash flow No
debentures investors dividends
and capital
gain
Project finance debt 20.6% Commerciai banks Interest - Froject cash flow No
floating rate
Debt supported by © O 45T7% Private sector Interest - Initiaily, Yas?
guaranteed annuai institutional investors fixed rate consclidated
government subsidy revenue fund,
ultimately fully
serviced from
Project cash flow by
way of Infrastructure
and Civil Works
fease
Construction Period '25.0% Consolidated revenue | None n/a ' Yes™
government interest fund - government
subsidy
Total tinancing 100%

Under the aforenoted public-private structure, the public sector would more than fully recoup its
investment (on an undiscounted basis) within the first 35 years of aperation.

Alternatively, the public sector could take on the entire Project for its own account. This optien wouid
likely maximize the public sector's rate of return but would involve higher direct government
borrowings ranging from $5.3 bilfion for the lowest cost Montreal-Ottawa-Toronto Scenario to

$10.6 billion for the highest cost Quebec City-Windsor scenario (in constant 1993 dollars, without
considering the cost of funds).

M We are of the opinion that the financeability would be enhanced if the governments participated as 50%
equity partners.

# The concept most likely to be appropriate would be bonds backed by an annual government subsidy
sufficient to fully amortize the debt over the life of the debt {say 35 years). The Northumberiand Strait
Crossing provides a good case study of this type of financing.

¥ The Construction Period interest subsidy would assist in spreading the cost to government over a longaer
period of time, thereby helping to even out the public sector’s costs and avoiding interest rate risk to the
private sector during the Construction Period.
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1.4  Financial Analysis

The table below presents our judgement as to the financial results of the eight scenarios examined.

1 z 3 4 5 6 7 g

QW-M-200 aWw-D-200 oW-0-300 MOT-M-300 MOT-0-200 MO7-0-300 MOT-0-300KA ar-M-300
Project Cost
Constant dollars . .
(millions) $10,482 $9,451 $10,626 $6,079 $5,402 $6,078 $5,327 57,066
Inflated and fully
financed dollars
{millicns) $18,341 $16,444 $18,661 $10,639 $9.404 $10,701 $9,411 $14,018
Preject Financing
Maximum % of
Private sector:
Risk 25.3% 22.7% 26.5% 25.4% 22.5% 27.4% 28.6% 26.0%
Financing® 75.2% 75.8% 74.8% 75.1% 75.5% 74.5% 74.3% 74.9%
Ranking 6 7 3 5 2 2 1 4
Internal Rate of
Return
Wholly public 6.58% 4,83% 7.10% 6.91% 5.20% 7.86% 8.18% 5.80%
Ranking 6 8 3 4 7 2 1 5
Intérnal Rate of
Return
Public-private
partnership
Public sector 4.56% 2.57% 5.23% 5.42% 3.20% 6.65% 7.13% 5.49%
Private sector 10.79% 9.38% 11.34% 11.15% 9.66 12.15% 12.34% 11.04%
Ranking 5] 8 8 3 7 2 1 4
FPublic-private
partnership No No No No No Yes Yes No
financeability

To determine financeability under the public-private partnership concept, we have chosen a 12.0%
(after tax) private sector Internal Rate of Return as being indicative of the minimum acceptabie
threshold for the private sector. This threshold rate takes into consideration the high risk nature of
the Project, the fact that there would be no returns at all until at least the 11" year and that other
infrastructure projects around the world have typicaily incurred significant cost overruns, time delays
and revenue shortfalls, all of which serve to reduce projected Internal Rates of Return. Lastly, at the
time private sector equity sponsors commit their funds, there would be no assurance that the Proiect
would in fact proceed to completion.

The internal rates of return for the public sector range from 4.83% to 8.18% under the wholly-owned
public sector options. Such rates are lower under the public-private partnership structures, ranging

“®  Based on a minimum debt service coverage ratio on private sector term debt of 1.75 to 1.
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from 2.57% to 7.13%. It should be noted that the above-noted Internal Rates of Return for the public
sector include the income and capital tax revenues that are projected to be received by governments.
If taxes are excluded, the Internal Rates of Return for the public seclor decrease by approximately 4% in
each case.

By modifying (as a sensitivity analysis) the payout formula in respect of Project earnings for each of
the various scenarios, it is possible to adjust the projected Internal Rates of Return for the private
sector to 12% in all cases while retaining the public-private partnership structure. While this would
potentially enable each of the above scenarios to be both viable and financeabie in a public-private
partnership structure, to the extent that the private sector's Internal Rate of Return is enhanced (up to
12%), the public sector's Internal Rate of Return suffers, and vice versa.

1.5  Conclusions

The Project, taken as a whole, is a high risk project from a financing perspective. Overall, our
Financial Analysis shows that the 300 kph technology options are financially superior to the 200 kph
technology options.

Secondly, the Montreal-Ottawa-Toronto options are financially superior to the Quebec City-Taronto
options and the Quebec City-Windsor full corridor options.

The scenarios which would be the most financially attractive from a private sector fund raising
perspective are consistent with those scenarios that would provide the highest Internal Rate of
Return to the public sector. Although the differences are not major, the highest public sector Internal
Rates of Return are achieved under the "wholly public" ownership option.

Even under the most financially attractive scenario, it is unlikely that the private sector would
underwrite, at its sole risk, more than 30% of total Project costs. Clearly, the HSR Project will require
the public sector to underwrite 70% or more of the initial risks and costs of the HSR Project.

The most positive financial resuits are achieved under the Montreal-Ottawa-Toronto via Dorval
scenario, without Connect Air and the Pearson station.

Notwithstanding our efforts to produce a balanced and fair Financial Analysis, it is important to be
aware that variations to assumptions can have a material effect on projected financial returns. Those
factors which, when varied, have the most significant effect on rates of return are the duration of the
Construction Period, the Construction costs, Project revenues and the Terminal Value of the Project
in 2035.

The Internal Rate of Return for the public sector is very sensitive 1o any changes in assumptions or
to modifications to the formula which governs the sharing of cash flows and profits with the private
sector, ‘
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2.  Objectives and Scope of Financial Analysis

2.1  Objectives

The Financial Analysis for HSR services in the Quebec City-Windsor corridor is one of many studies
commissioned by Transurb as part of its evaluation of the Project's viability.

The focus of the Financial Analysis is mainly on the determination of;

. The level of government support required in order for HSR services to be financially viable;
and
. The means by which HSR services could be financed.

In this report, when we refer to viability, we refer to the ability of the Project to generate positive cash
flows. When we refer to financeability, we refer to the ability of the Project to attract private sector
financing.

2.2 - Scope of Financial Analysis

The cornerstone of our analysis is a comprehensive Financial Model developed to show the evolution
of Project Costs and Net Operating Revenues over a 30-year period commencing 1995, The
timeframe incorporated into the Financial Model is in accordance with the terms of reference for cur
study and, in our opinion, is sufficient for purposes of financial analysis at this stage of the Project.
However, if the Project proceeds to a further stage of highly detailed analysis as part of the Pre-
construction Period, a significantly longer timeframe of analysis (say 40 to 45 years) would likely be
required in order to demonstrate the progression of potential financial returns for investors and
ienders.

Consistent with the terms of reference for the Financial Analysis, our Financial Model is flexible in
that it permits financial analyses to be carried out under various routing configurations, various
technology alternatives and various capital structure options.

The following table sets out the speed and route configurations for the eight scenarios considered in
our Financial Analysis:

Scer::;it:eﬁ:; and Route configuration description Speed
1: QW-M-300 Quebec City-Windsor (via Mirabel) 300 kph
2: QW-D-200 Quebec City-Windsor (via Dorval) 200 kph
3: QW-D-300 Quebec City-Windsor (via Dorval) 300 kph
4: MOT-M-300 Montreal-Ottawa-Toronto (via Mirabel) 306 kph
5: MOT-D-200 Montreal-Ottawa-Toronto (via Dorval) 200 kph
6: MOT-D-300 Montreal-Ottawa-Toronto (via Dorval) 300 kph
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Scenario No. and

reference Route configuration description Speed
_ Montreal-Ottawa-Toronto (via Dorval - no Connect
7: MOT-D-300NA Air/no Pearson) 300 kph
8: QT-M-300 Quebec City-Toronto (via Mirabel) 300 kph

The Financial Analysis is based aggregates the financial elements set out in the reports of SNC for
Project Costs, Canarail for the light freight business, and CIGGT for Operating Revenues, Operating
Costs and recurring capital expenditures. Ownership and capital structure considerations draw from
the considerable project finance experience of BNP and on KPMG's report on institutional options. in
order to fully appreciate the matters dealt with in this report, it is imperative that the reader be fully
knowledgeable as to the contents of the aforenoted reports. BNP's report is included as Appendix 18
to this report.

Other than for BNP, we have not reproduced the aforenoted reports. However, we have read the
financial elements contained therein. In addition, excepting the final SNC report, we have discussed
(for validation purposes) the principal elements of each study with the Project Manager. In certain
instances, the related studies were amended to take into account the issues that we raised. If the
financial elements in the aforenoted reports prove to be incorrect, the amounts carried forward into
our Financial Analysis would also be incorrect.

The output of the Financial Model is the standard form of communication prescribed for projections
by the Canadian Institute of Chartered Accountants, and includes projected balance sheets and
statements of operations. Accordingly, the Financial Model permits the evaluation of key financial
measures, such as cash flow, Debt Service coverage ratios, debt to equity ratios, Internal Rate of
Return, inflation and the time value of money. These are considered of key importance in measuring
and evaluating the financial viability of the Project, in determining the required level of government
support and the respective levels of participation of the public and private sectors.

While considerable efforts have been taken to fairly present the financial projections relating to each
scenario, the specific annual amounts of receipts and expenditures underlying the Project are
subject to considerable uncertainty, as they are subject to a myriad of factors including refinements
to the scope of the Project, estimate accuracy uncertainties, changing financial markets, economic
cycles, inflation, investor and lender perceptions, changing legislative frameworks, evolving
preferences of the travelling public, the actions of other competing forms of passenger transport,
and so on,

In this context, it is inevitable that the projections included in this report would not be identical to
actual future resuits and the differences could be significant. Accordingly, a decision to proceed with
HSR service in the Quebec City-Windsor corridor should not be based solely on the contents of this
report. As a minimum, a comprehensive evaluation of Project viability should be carried out during
the Pre-construction Period as this would be an essential requirement of the financial community at
large.
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3.  Project Finance Considerations
3.1  Methodology to Determine Financeability

3.1.1 Research Undertaken by Price Waterhouse

In order to determine the HSR Project's financeability, we frequently met with the project finance
specialists of BENP (refer to Appendix 10). At the outset of our study, we also consulted two Canadian
investment banks and one Canadian Schedule 1 bank. In addition, we researched project finance
structures for several North American transportation projects that have either been recentiy
completed, are in progress, or failed to progress due to a lack of financing. Lastly, we consulted a
well-known debt rating agency based in New York to ascertain the criteria upon which various
financing structures and instruments are rated.

Using this information, together with the resources and cumulative expertise of Price Waterhouse, we
scoped out a number of possible financing structures ranging from 100% private sector project
finance debt, on one extreme, to 100% public sector equity, at the other extreme. In all,
approximately 30 iterations of such models were prepared. The process of testing against private
sector financial market criteria enabled us to narrow down the financing structures to those which
could possibly prove to be achievable in the market place, while at the same time respecting the
pre-established federal, Quebec and Ontario governments' objective of minimizing the annua! and
aggregate public sector financial commitment to the Project.

3.1.2 Private Sector and Public Sector Orientations

In the subsections that follow, we have explained, from a project finance perspective, the
considerations that will bear on the ability of the private sector to raise funds for the Project. We
have focused on the private sector since the required public sector contribution can essentially be
viewed as a basket of costs that, for various reasons, are not financeable by the private sector.

ftis important to recognize that when dealing with project finance in a private sector context, it is
important to deal with the best estimate of actual costs that will have to be financed. Even though
we are in a low inflation environment, private sector lenders and investors will insist on there being
committed financing sufficient to cover Project Costs inclusive of inflation. This is understandable
because all Construction costs must be financed prior to the date at which the Project begins to
generate cash flow.

However, since the objective was to find solutions that would seek to minimize the public sector's

financial commitment, it was imperative to first determine the nature, amount and terms of private
sector funds.

3.2 Costs to be Financed

For purposes of the Financial Analysis, the HSR Project Costs have been broadly segregated into
three distinct (but overlapping) phases:
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(i)

(ii)

(iii)

3.2.1

Pre-construction Period: This three-year phase includes preliminary design work, environmentat
assessments, detailed design of engineering and construction plans and specifications,
tendering and awarding of contracts for civil works and right-of-way acquisitions,

Construction Period: This phase includes earthworks, preparation of the roadbed, installation
and testing of the fixed railway plant (i.e. track structure, signalling, power plant and
electrification}, the manufacturing of rolling stock, the construction and/or modification of
stations and the initial start-up of operations.

Depending on the route segment, the duration of the construction phase could range from
five years for the Montreal-Ottawa leg to six to seven years for other segments. As all
construction is assumed to commence simultaneously (purely for the purposes of the
Financial Analysis), the Construction Period under the scenarios contemplated in this report
is assumed to be from six to seven years.”

Operating Period: Full operations are expected to commence in Year 11 for purposes of the
Financial Model, when all construction work is expected to have been completed.

Constant Dollar Costs

The table below shows the estimated Project Cost for each of the eight scenarios in millions of 1993
dollars {(excluding any estimate of inflation and excluding financing costs):

1 2 3 4 5 8 ! 8
Phase QW-M-300 | ow-D-200 | Qw-D-300 | MOT-M-300 | MOT-D-200 | MOT-D-300 h;gg,;g' QT-M-300
Infrastructure
and Civii Works $6.961 $6,175 $7.106 $4,040 | 33,583 $4,113 $3,487 5,197
Equipment and
Technology 3,521 3,276 3,520 2,030 1,818 1,965 1,840 2,799
Total $10,482 $9,451 $10,626 $6,079 $5,401 $6,078 $5,327 $7,996

3.2.2 Total Financing Requirement (including inflation and interest)

When inflation adjustments and approximate construction financing costs are added, totaf costs that
require financing increase by approximately 756% as compared to the amounts presented in the
aforenoted table, as follows:

(5)

The construction of the full corridor in a single phase is probably not practical or cost-effectiva. However,

for purposes of establishing the comparable costs and beneiits of various scenarios, it was deemed
preferable by the Project Manager to assume that all construction would proceed in a single six- to seven-
year period,
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1 2 3 a 5 6 7 8

Phase QwW-M-380 W-D-200 QW-0-300 MOT-M-300 MO7T-0-200 MDT-D-300 ?:(?(1;1[; a7-M-300
Infrastructure
and Civil Works $12,009 $10,655 $12,277 $6,987 $6,189 $7,115 $6,062 $8,87%
Equipment and
Technology 5,331 5,790 6,384 3,652 3,215 3,586 3,349 5039
Total $18,340 $16,445 $18,661 $10,639 $9,404 $10,701 $9,411 $14,018

3.3  Risks Relating to this Project

3.3.1 Investor and Lender Expectations

Financing infrastructure is essentially a function of investor and lender expectations as to risk and
return on investment, together with the responsiveness of capital markets given the projected
performance of the venture. It is the sharing of project risks amongst the various parties (sponsaors,
governments, investors, lenders, suppliers, operators, etc.) that ultimately determines the financing
structure.

Investors and lenders will look for a long-term return on invested capital and a satisfactory risk
reward profile.

3.3.2 Credit ‘Risks

) Project Economics: A thorough Financial Analysis of the long-term financial viability of the
Project is fundamental to this type of risk assessment. The projected ability of the Project to
support maintenance and operating expenses, as well as Debt Service, over the life of the
financing instruments, with some margin of comfort, is indicative of the strength of the
project economics and thus, the feasibility of the Project. In addition, there must be a
consideration of uncertainties regarding the level of MSR customer acceptance; i.e., sufficient
utilization of HSR services at an economically feasible price. This can be affected by the
behaviour patterns of the potential riders as well as by economic cycles.

The main factors to be used in evaluating the Project's economics are as follows:

* An assessment of the need for the HSR Project; i.e. public demand and the assessment
of air and road transport alternatives;

* An assessment of the elasticity of demand. Sensitivity analysis becomes essential to
avoid overly optimistic demand and/or revenue projections, particularly given the
discretionary nature of this mode of transportation: and

* Projections of Debt Service coverage, which are required to provide a margin of error
that reflects the uncertain nature of the revenue and cost stream projections.®

®  Apart from revenue and cost projections, a prospective investor's or lender's considerations would alse

include projections as to Debt Service coverage. The following are some relevant considerations which will
{continuad.. }
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Clearly, there is a limit to relevance of other HSR projects worldwide to the proposed Quebec
City-Windsor corridor project. Canada's sparse population, its climate, its resource based
economy, consumer spending habits, and many other characteristics give this Project a
uniqueness that complicates the Project economics and increases the financing risk.

Generally, some of the uncertainties associated with project economics can be reduced if the
financial projections have been prepared by reputable and experienced external advisors
who have a track record. For this Project, serious and well-researched external studies have
been prepared. Our Financial Analysis is based on these studies.

(if) Legislalive Risk: Laws and regulations could become a major barrier to the attainment of a
stable legal and regulatory environment that is both attractive to private investors and
adequately protective of the public interest.

Legislative risk stems from the fear that regulators could influence the Project completion
date, passenger fares and costs and, therefore, the Net Operating Revenues of the Project.

{iii) Construction Risk: Construction risk is always a major concern for large infrastructure projecis,
particularly in dealing with environmental issues, rights-of- -way, permits and other factors
beyond the control of the Project sponsaors.

Construction risks may be mitigated when the following conditions have been met:
* Environmental permits have been acquired;

* Rights-of-way have been acquired;

* No outstanding litigation exists;

* Financing is available to accommodate unforseen construction delays;

* Adequate construction insurance has been obtained;

®l( . .continued)
add to the credit risk of this Project.

Ramp-up period: The first few years of operation would be critical because the HSR rmusi achisve
acceptance from travellers. Until acceptance can be achieved, the HSR Project would be susceptible to &
shortfall in revenues and in debt service coverage. During the sensitive initial years, it is normally
preferable to have lower Debt Service payments, so that the Debt Service coverage ratios are higher.

Debt structure: The security for senior debt can be significantly weakened if financial covenants provide for
the protection of subordinate debt haiders, particularly if there becomes a need for additional issues of
subordinate debi. Extreme caution should be taken to ensure that the financial covenants do not expose ar
otherwise compromise the position of the senior debt holders.

Level of debt: The availability of additional funding to suppiement the primary scurce of funding reduces
risk.

Expenditure control: The assumptions underlying operating and maintenance costs must be reasonable,
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* Realistic construction arrangements are in place. A fixed-price contract provides some
insurance against cost overruns; however, the conditions under which change ordlers are
permilted should be evaluated;

* The contractors have successful experience in similar projects; and
* There is no political opposition of significance.

(iv) Operaling Risk: An investor's or lender's security is dependant upon the uninterrupted
operation of the H3R services.

In order to reduce operating risks, all of the following must be provided for:
* Quality and track record of the operator;

* Adequate maintenance and proper financial bonding of the infrastructure, equipment,
and technology, preferably with a requirement for an annuai certificate regarding
maintenance;

* Business interruption insurance and a reserve fund to cover debt service during
interruption in operations;

* A realistic operating contract providing for penalty/incentive scheme; and

* Adequate insurance to cover any costs to repair damages.
3.4  Risk Sharing Among the Private and Public Sectors

3.41 Overview

By any meaéure, a HSR venture in Canada will be judged by private sector investors and lenders as
being of very high risk. Purely on the basis of such a risk assessment, we can state categorically that
the private sector would not be willing to underwrite all of the Project risks,

Given the hurdles that this HSR Project must overcome, the Project would be rated as being of
particularly high risk during the Pre-construction, Construction and Initial Operating Periods. This will
have a direct and adverse effect on the ability of the Project to attract private sector capital at the
outset,

As Project cost uncertainties are reduced over time, the overall Project risk would decline. As an
operating history develops, the financial risks of relying solely upon revenue forecasts would of
course also decline. This is consistent with other transportation infrastructure projects around the
world, where we find that the financial attractiveness, and therefore financeability, of the projects
improve over time as usage increases and cash flows improve. Ultimately, when sufficient operating
experience is gained, lower "utility-type" returns at much lower levels would be sought from investors.
~ As an example, on Eurotunnel which is only now commencing its operations, returns in the 10% ic
12% (after tax) are still considered adequate for new investors. Initial investors, of course, expected
higher returns, given the higher relative risk at the outset of that project.

To determine financeability under the public-private partnership concept, we have chosen a 12.0%
(after tax) private sector Internal Rate of Return as being indicative of the minimum acceptable
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-threshold for the private sector. This threshold rate takes into consideration the high risk nature of
the Project, the fact that there would be no returns at all until at least the 11" year and that other
infrastructure projects around the world have typically incurred significant cost overruns, time delays
and revenue shortfalls, all of which serve to reduce projected Internal Rates of Return. Lastly, at the
time private sector equity sponsors commit their funds, there would be no assurance that the Project
would in fact proceed to completion,

In the subsections that follow, we set out our assessment as to how the private and public sectors
would likely be willing to share in the Project risks and costs, while respecting the governments'
objectives of minimizing government involvement in the overall financing plan.

3.4.2 Pre-construction Period

Pre-construction costs consist primarily of the following:

. Environmental studies;

. Permitting;

. fnstitutional studies;

. Legislative work;

. Corporate aspects;

. Detailed feasibility studies;

. Preliminary engineering; and
. Project management.

In the three-year Pre-construction Period, the most effective structure would call for the public and
private sectors to share (perhaps equally) in the costs. This approach recognizes that private sector
suppliers of goods and services to the Project would have a vested interest in providing up-front risk
capital to finance the Pre-construction Period costs in the anticipation of securing potentially targe
contracts during the Construction Period or Operating Period.

3.4.3 Construction Period

Construction Period costs can be roughly broken down into two categories from a project finance
perspective:

(i) Infrastructure and Civil Works

As a general rule, there will be little or no interest on the part of the private sector to finance
the land acquisition and right-of-way, earthworks and sub-grades, stations, bridges, grade
separations, maintenance facilities, other accommodations, track and initial start-up costs
{collectively referred to herein as Infrastructure and Civil Works). This financing conclusion is
based upon compelling empirical evidence in respect of other HSR systems. In effect, we
have not been able to identify a single HSR projéct in which the private sector has financed
these elements of cost without some form of irrevocable government guarantee,

Accordingly, it can be safely assumed for this Project that the public sector would be
responsibie for the scope of work and related risks for Infrastructure and Civil Works costs.
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{ii) Equipment and Technology

On the other hand, the private sector could be expected to take an interest in financing all o
part of the power distribution system, signals, communications, light freight, and rolling stock
(collectively referred to herein as "Equipment and Technology"). Again, this conclusion is
based upon the empirical evidence of other HSR systems.

For these areas, the private sector would therefore be expected to play an active role in
defining the scope of work and in assuming a share of Equipment and Technology cost
overrun risks.

3.4.4 Operating Period

The degree of ownership and responsibility of the public and the private sectors for operating the
HSR services depends largely on how the corporate structure is defined and on the choice of
financing instruments.

Both the private and public sectors can be expected to take an interest in the Operating Period in
order to exercise joint control and to preserve the risk/return relationship for their respective
investments. Joint ownership of the Project or Construction and Operations Company would provide
such a mechanism.

3.5 Financing Parameters
3.5.1 Overview

It is important to recognize that project finance is an all-or-nething affair. Specifically, project finance
requires that all of the required financing, including credit availatle to cover cost inftation and
caontingencies, be available and committed prior to the commencement of construction. investars
and lenders will analyze and rely upon detailed financial projections covering the full Pre-
Construction, Construction and Operating Periods, In the event that any class of investor or lender
group is not able to commit to the full amount of the required funding, the entire financing plan
could coflapse and be redesigned. Any viable plan must therefore accommodate the minimum
requirements of each financing participant. Any changes to the minimum requirements of one
financier will inevitably have a ripple effect on the other project finance and public sector
participants.

In order to determine optimum financing instruments and the associated financing structure for the
Project, it would be necessary to proceed with negotiations with sponsors, lenders, investors,
suppliers and governments. Furthermore, it must be recognized that the optimum financing structure
would depend upon investors' and lenders' expectations, as well as the responsiveness of capital
markets, at the precise time the financing plan is put in place.

It is not possible to predict, with any degree of certainty, future capital market conditions or the
future expectations of the investors. Therefore, the financing structure observations and conclusions
in this report are intended to provide a fair representation of the current capital markets and
environment based on the studies, analyses and research that has been provided by BNF and Price
Waterhouse. The financing structure determination relies equally on the results of the various in-
depth studies undertaken by CIGGT, SNC and Canarail for the projection of operations and capital
costs for the Project and on the resuiting Project economics.
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3.5.2 Lender and Investor Perspectives

HSR projects typically have the following characteristics from the perspective of a lender or investor:

High cost of infrastructure and equipment relative to disposal values;

Lengthy pre-construction and construction periods with a high level of construction and
economic risk;

Marginally profitable initial operations, with little or no free cash fiow;

Significant profitability and cash flow on a longer term basis as ridership increases and debt
is reduced;

High level of legislative and environmental risk; and

Significant uncertainties as to ridership and fare structures (i.e. "traffic risk").

3.5.3 Financing instruments

To obtain funds to finance the construction costs of HSR, there are numerous possibilities, not all of

which can be expected to be achievable given the circumstances of any particular project.

(i)

(ii)

Equity: Straight equity for a project of this nature is likely to be found almost exclusively
among project sponsors or entities having a vested interest in the Project, e.g. the public
sector. There is no significant public market for this type of non liquid investment, which has
an extremely long lag time before a first dividend is paid, even if the overall long-term returns
appear atiractive. Therefore, a form of quasi equity {for example, convertible subordinated
debentures) would be more adapted for raising "seed money" for this type of project.

Convertible Subordinated Debentures: Convertible subordinated debentures are securities which
can be converted or exchanged for common equity. These can be attractive investments
because the holder enjoys the upside potential of increases in the equity value, while
maintaining a greater downside protection on invested capital and a minimum short-term
return. Therefore, quasi-equity financing of this type would be attractive for a project of this
nature. It must be noted that the marketability of such instruments for the amounts envisaged
in the financing plans of the various scenarios has not been tested in Canada, although
quasi equity of a similar type has been successfully used for projects in other countries.

In order to measure the likely application of this type of financing, we developed a variety of
scenarios so as to combine sponsors' equity and convertible subordinated debentures in
amounts that would permit the entire Pre-construction Period and early Construction Period
costs to be financed without recourse to project finance debt. Such an approach would
greatly assist in the Project's overall financeability by keeping the Construction Period to be
financed by more senior debt to a maximum of four to five years. This is crucially important
in the financeabhility of this Project,

The downside relating to subordinated convertible debentures is that they can be expensive.
Interest rates are typically well above those in effect for senior debt. By adding a convertible
feature, investors are generally willing to forego the cash payment of a portion of the interest
providing that the conversion privileges are attractive,
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(iii)

(iv)

We would envisage that the principal source of such financing would be private investors,
although there is no reason why the public sector could not also invest in such instruments,
thereby enhancing its overail returns.

When developing a financing pian using this form of funding, care must be applied to ensuse
that the amount of such funding does not rise to such a point so as to jeopardize debt
service ratios and other covenants due to the payment of comparatively high interest rates.

Accordingly, in carrying out our modelling, we tested numerous formulas each time
measuring their effects on debt service and debt to equity ratios. In the final analysis, it
became evident that the only means to contain debt service costs was to create a
convertible debenture instrument that deferred the payment of interest during the
Construction Period, contained the payment of interest during the initial years of the
Operating Period and offered an attractive conversion feature at such time as the project
finance debt was fully repaid. Any options that involved the earlier payment of interest had an
immediate adverse effect on the amount of project finance debt that would be achievable.

High Yield Subordinate Debt: High vield debt is typically raised from private sector institutional
investors. The high yield market is underdeveloped in Canada but is highly active and large
in the United States. High vield debt securities typically mature up to 10 years subsequent ¢
their issue.

The Project ‘economics are such that this form of financing would not be available unfil affer
the Project had demonstrated its viability and profitability for a sustained period of time.

Notwithstanding the conclusions referred to above, we ran our financial mode! on this basis,
using a variety of interest rate options, and found that cash flow for the first full year of
operations covered only 30% of interest costs under an 12.5% high vield debt scenario.

Given that this form of financing would not be available for this Project, it was rejected from
further consideration. {

Conventional Senior Term Debt: Conventional senior term debt is generally raised from private
sector institutional investors and banks. Conventional senior term debt would normaily cover
periods extending up to 5 to 10 years.

The lengthy Pre-construction and Construction Periods, the low level of projected financial
returns, the inability to cover Pre-construction and Construction Period interest from
subsequent cash flows, the non-invesiment grade characteristics of the Project, the low
realization value of the security, and the very long-term nature of the Project in a high risk
environment eliminate any possibility of raising conventional senior term debt in respect of
this Project.

The Project economics are such that this form of financing would not be available until after
the Project had demonstrated its viability and profitability for a sustained period of time.

Notwithstanding the conclusions referred to above, we ran our financial model on this basis,
using a variety of interest rate options, and found that cash flow for the first full year of
operations covered only 33% of interest costs under a 11.5% conventional debt scenario.

Given that this form of financing would not be available for this Project, it was rejected from
further consideration.



High Speed Rail Project
Quebec City-Windsor Corridor

Financial Analysis Final Report ,
February 24, 1995 16

(v)

{vi)

Project Finance Debt: Project finance debt constitutes a highly specialized sector of the
financial market in which lenders are prepared to accept lengthy construction periods (up fo
four to five years during which the project would not be generating any cash flow) and
lengthy repayment periods (up to 15 to 18 years after completion of construction). in return,
project finance lenders require a risk premium in respect of interest rates and high interest
coverage ratios to protect against downside risks.

In principle, project finance debt is ideally suited to this Project. In fact, project finance debt
is designed specifically for projects with the essential "hockey stick" financial characteristics
of this HSR Project.

The non government-guaranteed portion of any such debt that could be raised on the project
finance debt market {from a select number of specialized international banks and financial
institutions} would be limited. For this Project, amounts of available project finance debt
ranging from $2 billion and $4 billion should be considered as the upper limit. There is
simply not the appetite in the financial markets to absorb larger amounts on this type of
project.

This type of debt would attract a margin (over LIBOR) of between 150 and 250 basis poinis
(on a floating basis) depending on the overall project returns and final risk allocation. An
initial Debt Service coverage ratio of a minimum of 1,75 to 1 would be required by project
debt lenders. This ratio could even be 2 to 1, given that this Project would be the first of jis
type in Canada.

The marketability of this debt for this Project would be substantially enhanced if it applied fo
Equipment and Technology, as banks are more likely fo support major suppliers on a
relationship basis. Such debt could be refinanced by longer term maturity institutional debt,
after completion of the Project.

In order to test the validity of our conclusions as referred to above, we ran our financial
model using a number of options which varied the interest rate on the project finance debt
and, in addition, varied the amount of debt, At the extreme, we tested an option under which
all of the Equipment and Technology would be financed by project finance debti. We found
that such an approach was unworkable given that cash flows were inadequate tc mest the
debt service coverage criteria. Even in those cases where we assumed that the public sector
would finance 100% of the Infrastructure and Civil Works costs (which represent
approximately 66% of total Project costs), the required debt service ratios were not met.

Through the testing of numerous models, we were able to ascertain that the maximum
amount of Equipment and Technology costs that could be realistically financed by Project
finance debt constituted approximately 60% of total Equipment and Technology costs. Such
a scenario was viable only when all Infrastructure and Civil Works costs, plus the remaining
balance of 40% of Equipment and Technology costs were financed on a completely
subordinate basis.

Export Credils: Export credits generally require government or bank guarantees. There is a
recent trend, however, with expoert credit agencies {e.g. French COFACE) to consider project
finance type risks for limited amounts alongside commercial banks, particutarly for certain
strategic projects involving key exports. Such credits, if available, would be on purely
commercial terms, since countries like Canada (Category 1) do not normally benefit from
subsidized rates. There is also a risk that they would be granted on shorter maturities {7 to
12 years), reducing the potential benefit of such a formuia.
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(vii)

(viii)

{ix)

Given the relatively small amcunts of such financing that would likely be available for this
Project, we did not carry out any specific modelling to judge its merits, as the inclusion of
such financing instruments would not affect the overall Project economics.

Revenue Bends: In the United States, revenue bonds are frequently used as a means of

. financing transportation infrastructure projects. The United States market for such bonds is

well developed and rating agencies are accustomed to handling this form of debt.
Historically, there have been a number of highly publicized defaulis on such indebtedness.
Accordingly, such financing in today's market is available only where there is a proven basis
for estimating ridership.

Financing instruments that possess the essential features of revenue bonds are not
appropriate for a Canadian HSR project since there is no proven basis for estimating
ridership, fare structures, etc. To meet institutional investor expectations and legal for life
criteria, it would be necessary for the bonds to be of investment grade. This is clearly not
achievable on this Project without government guarantees, due io the Project's relatively
weak economics, although there are some precedents for investment grade ratings on
certain North American revenue bonds involving new transportation infrastruciure.

Given our conclusions, we have not run any financial models specifically using revenue bond
options.

Deep Discount or Zero Coupon Bonds: Another possible means of raising financing during the
Construction Period would involve the issuance of the deep discount bonds (alse known as
zero coupon bonds}. These types of financing assist the borrower in accommodating low
cash flows in the early years by in effect discounting interest foregone and capitalizing such
amounts to the ultimate balance of principal due for payment.

These debt instruments do not carry a coupon or any right to interest but entitle the holder to
receive a fixed amount on a specific date or maturity. We are not aware of the present
existence of a market for non-investment grade deep discount bonds. Accordingly, we have
opted not to include this option in the private sector financed portion of the Project. Of
course, the public sector could consider this form of financing for its share of the Project
financing. This couid help alleviate high cash outflows in the early years but this approach
would not improve the overall financial attractiveness of the Project when measured on an
Internal Rate of Return or return on investment basis.

Accordingly, we have not run any models specifically on this basis.

Real Return Bonds: Successfully applied to the Northumberland Strait crossing, this form of
financing is a variation upon deep discount bonds. Essentially, bonds are issued at a price
equivalent to the net present value of future interest and capital payments, recegnizing that
the total principat amount due is annually revalued for inflation and that interest payments are
based upon the revalued outstanding principal amount. In this way, payments in earlier ysars
are lower than payments in tater years, when the project is more able to absorb such costs.

Real return bonds are ideally suited for transportation infrastructure projects, but are
presently reserved for public sector issuers. As there is no market for privaie sector issuers,
we have not tested any financial models using this option. In the event that the public sector
retains direct ownership of the infrastructure and Civil Works, and in turn leases such assels
to the Project aperator, it would appear that real return bonds, issued by a crown
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(x)

3.6
3.6.1

corporation, would be an attractive way to match Debt Service costs to Infrastructure and
Civil Works lease revenues.

Equipment Trust Certificates or Leases: This type of term financing is most relevant for
financing rolling stock as an alternative to project finance debt. We do not believe that the
terms would provide any additional financial advantages from a viability/financeability
perspective,

Therefore, we have not carried out any specific modelling using equipment trust certificate or
lease financing.

Ownership Options to Share Project Risks

Alternative Structures

There are number of precedents in Canada, the U.S. and abroad for the development of ownership
options. These span the fult spectrum from fully public to fully private enterprises and can be
described under the following three main alternatives:

i

(ii}

(i}

Fully Public: Under this option, there is no private participation. Hence, there are no
possibilities of productivity gains from the private sector.

in the context of continuing pressures to contain government spending, and considering the
size of the required up-front investment, a wholly-public sector option is likely to prove
politically unsaleable. Nevertheless, Internal Rate of Return for the wholly-public scenario
should serve as useful points of reference for comparison with other ownership options.

Private: By "private”, we mean that a government contribution will be fixed from the start, but
the Project ownership and risks will remain fully with the private sector. This option, however,
reduces public control on administering and spending large sums of funds. On the other
hand, all downside risk is borne by the private sector, including environmental issues,
permitting, land assembly, etc. Under this scenatio, there is limited financial upside for the
public sector.

A wholly-private sector venture for this Project would be non-financeable due to the
excessive risks relative to the meagre initial returns.

Public-Private: Under this option, the public sector contribution is associated with public
sector risk and reward. The same would apply to the private sector contribution.

Public-private infrastructure partnerships have been successfully employed in the past and
are being used with increasing frequency for infrastructure projects in Canada.

With the current trend toward reduced federal and provincial funding and continuing
constraints on budgets, the public sector is moving more towards public-private partnerships
where both risks and rewards are shared.

This option has the non-quantifiable potential advantage of achieving productivity gains from
the private sector during the Construction and Operating Periods. Hence, this option permits
the government to share in the upside potential, while at the same time enabling costs and
risks to be allocated in line with the public and private sectors' domains of competence.
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In our opinion, this option is most likely to attract significant private sector participation. A
successful partnership structure will combine the strengths of the public and private sectors
to create a complementary relationship. The exact structure of the parinership depends on
the division of responsibility, along with the associated risks and rewards, at each stage of
development throughout the project life cycle.

BNP has also determined that a public-private partnership is the most feasible and attractive
arrangement for this Project in order to maximize the private sector's contribution. This is consistent
with the conclusions arrived at by KPMG in their report entitied "Review of Institutional Options And
Legislative And Labour Issues" dated May 21, 1993. Lastly, this is the only formula prescribed in the
Request for Proposals recently drafted by the Florida Intercity Rail Passenger Service. Based on our
analysis, we are satisfied with the reasoning behind these conclusions, notwithstanding the absence
at present of a legislative framework within which such a public-private partnership would operate.

3.6.2 Cautionary Note on the Degree of Private Sector Participation

As noted herein, the extent of Debt Service coverage required by lenders, together with the equity
and quasi-equity that can realistically be obtained from the private sector, will, in essence, dictate
the amount of debt that can be raised solely upon the financial strength of the Project. This in furn
determines the quantum of government support for Project Costs.

Given that the cost of funds to the private sector is higher than that for the public sector, there
reaches a point, for financially marginal projects, where it no longer becomes financially desirable 1o
involve the private sector, simply because the Internal Rate of Return to the public sector become
insignificant or negative. '

3.7  Base Case Financing Plan
3.7.1 Financing Objectives

In order to design an optimal ownership structure for this Project, and consistent with the directives
we have received, we have identified the following as the key Base Case Financing Plan objectives:

. Private sector financing of capital costs should be obtained to the maximum possible extent
as can be supported by the Net Operating Revenues of the Project;

. Public sector financing of Construction Costs is to be structured to minimize up-front
government funds, while at the same time retaining mechanisms for public sector control
over the invested funds;

. Private sector participation would be through fully taxable entities;

. Dividends to the owners will be paid from the free operating cash flow generated by the
Project; and

. The rate of return on invested capital will be a function of the level of risk and responsibility

assumed.
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3.7.2 Public-Private Partnership Option - The Base Case Financing Plan

Keeping in mind the aforenoted financing objectives, the findings of the KPMG study and the.
finrancing experience of BNP, the organization structure that would incorporate the considerations of
the Pre-construction and Construction Periods, as well as ultimately simplify the structure of
financing, would probably take the following public-private partnership form:

{N Public Financing Entity: The public sector would incorporate a Public Financing Enfity, likely a
crown corporation, to finance and own the Infrastructure and Civil Works. Once completed, the
Public FFinancing Entity would lease the Infrastructure and Civil Works to the Construction and
Operations Company in order to obtain a return on its investment in both the Infrastruciure
and Civil Works assets and those Equipment and Technology assets that prove to be
unfinanceable from private sector sources. The Public Financing Entity would obtain its
financing from private sector institutional investors.

(ii) Construction and Operations Company: A Construction and Operations Company would be
incorporated under joint ownership of the private and public sectors to manage the full scope of
the Project during the Construction and Operating Periods. This jointly-owned company
would raise financing for the Equipment and Technology costs, and subsequently would
operate the HSR services and lease the Infrastructure and Civil Works from the Public
Financing Entity.

This approach has successfully been applied for other transportation infrastructure projects and
forms the cornerstone of our Base Case Financing Plan. In the subsections that foliow, we explain
how the aforenoted public-private partnership structure could be applied to this Project for each of
the Pre-construction, Construction and Operating Periods. For further clarity, the sources and uses of
funds (and partition of risks) for the Base Case Financing Plan for the Pre-construction and
Construction Periods are illustrated in Table 1.

{i) Pre-construction Period

Based on our review of comparable infrastructure projects, equity and quasi-equity sponsors
would be required to cover all of the initial Pre-construction costs, together with the initial
Construction Period costs.

The most likely form of financing during the three-year Pre-construction Period would be an
equity injection by private sector sponsors and a grant or equity by public sector spansors.
This would most likely-be followed up by quasi-equity (for example, convertible debentures)
for the financing of initial Construction Period costs, as noted below.

{ii)  Construction Period

Infrastructure and Civil Works

As is illustrated in Table 1, financing in respect of Infrastructure and Civil Works (land and
right-of-way, earthworks and subgrades, bridges, grade separation, track, stations, other
accommodations, maintenance facilities start-up costs and other miscellanecus costs) would
be financed by private sector institutional investors in the form of infrastructure and Civil
Works Notes. This obligation would be secured by a government guaranteed annual
Infrastructure and Civil Works Subsidy, commencing in the first year of full operations, that
would be designed to fully repay the Infrastructure and Civil Works Notes aver a pericd of
35 years.
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In order to ensure public sector control and ownership of the Infrastructure and Civil Works
costs, the public sector would likely incorporate a Public Financing Entity, which would
probably be a crown corporation, through which the Infrastructure and Civil Works Notes
would be issued. This could possibly be structured as an off-balance sheet form of financing
from a government perspective, depending upon the specific terms of the debt and the
considerations of debt rating agencies.

From the perspective of institutional private sector investors, the risk associated with the
Infrastructure and Civil Works Notes would be minimal, since the notes would be fully backed
by a government guaranteed revenue stream. The Infrastructure and Civil Works Notes would
likely achieve an "AA" credit rating, thereby providing the potential to obtain funds at
approximately 50 basis points above the governments' average cost of funds (based on the
rate prevailing for 30-year government of Canada bonds).”

This financing structure would ensure that the public sector would minimize its up-front direct
financing of the Project. Rather, the governments' payments for the cost of infrastructure and
Civil Works would be spread over a period of 35 years.

For purposes of our Financial Model, we have assumed that the interest rate on the
Infrastructure and Civil Works Notes would be 9%. We have also assumed this rate is high
from a historical perspective but is slightly below present rates that could be achieved in the
market place.

Equipment and Technology

With respect to Equipment and Technology, the private sector would be expected to take all
of the financing risk, without any government guarantees, for that portion financed by the
private sector.

Equipment and Technology Notes would be issued to commercial banks and would be
secured against the related assets. This form of debt would be expected to bear interest at
floating rates at approximately 250 basis points over the equivalent 15-year London Interbank
Offering Rate. For purpases of our Financial Model, we have assumed that the cost of 15-
year funds would be 9%, which is close to (but slightly below) the rates presently in effect.
Thus, the Equipment and Technology Notes would bear interest at 11.5% based on our cost
of funds assumptions in the Financial Model. The Equipment and Technology Notes would
be repayable on an increasing annual scale (based on the sum-of-the-years-digits methad)
over the 15-year period subsequent o the completion of the Construction Period.

Convertible Subordinated Debentures

This guasi-equity component of the Construction Period financing would be structured so as
to ensure that the debt to equity ratio would not exceed 4 to 1 in respect of the Equipment
and Technology Notes.

There would be no cash payments of interest on the Convertible Subordinated Debentures
during the Construction Period. Investors' returns would be in the form of base and
participating interest to be received during the Operating Period, and eventually by way of
dividends subsequent to conversion.

"It should be noted that for the duration of the Construction Period leading up to the operations stage of

the Project, institutional investors would receive interest directly from the governments by way of the
Construction Period Interest Subsidy.
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{iii)

3.73
M

(if)

(iii)

In the Base Case Financing Plan, we have assumed that the base rate of interest would be
9% commencing with the Operating Period.

Operating Period

Construction and Operations Company

Table 2 shows the financing structure during the Operating Petiod of the Project. In the
Operating Period, the Construction and Operations Company wouid lease the Infrastructure
and Civil Works assets from the Public Financing Entity and would also be wholly responsible
for servicing the Equipment and Technology Notes. Excess cash flow would be used o pay
{on a pari passu basis) dividends to investors (or interest to holders of subordinated debt),

to make Infrastructure and Civil Works Lease payments to the Public Financing Entity, and to
pay interest on the Convertible Subordinated Debentures.

Public Financing Entity

The Public Financing Entity would service the lnfrastructure and Civit Works Notes by way of
the Infrastructure and Civil Works Subsidy. As the Project becomes more profitable, the
Guaranteed Infrastructure and Civil Works Annual Subsidy would effectively be reduced by
the amount of the Infrastructure and Civil Works Lease payments and by dividends to be
received by the Public Sector Financing Entity's equity in the Construction and Operations
Compariy.

Basis of Financial Analysis
Base Case Financing Plan

In Sections 4 through 11 of this report, each of the eight Project scenarios is consistently
analyzed through application of the Base Case Financing Plan. In this way, the relative
attractiveness, to each of the public and private sectors, of each scenario can be clearly
measured.

In order to ensure comparability, each of Scenarios 1 to 8 has been prepared on the basis of
achieving, in 2005, a 1.75 to 1 debt Service coverage ratio in respect of Equipment and
Technology Notes. Subject to providing the 12% threshold internal Rate of Return to private
sector investors (the equity sponsors and private investors in Convertible Subordinated
Debentures), the Base Case Financing Plan provides a reasonable measure of the maximum
achievable financing risk that the private sector would entertain for this Project.

Public Sector Option

In addition, in each of Sections 4 through 11 we also present summary data that enables the
reader to assess the atiractiveness of the Project on a "wholly public" ownership basis. For
purposes of our analyses, the "wholly public" option means "Crown construct and Crown
operate”, with funds reallocated from other government sources as requ;red with no Project
debt obltgatlons

Private Seclor Option

We have not presented data on a "fully private" basis since such an approach is totally
unrealistic from any reasonable viability or financing perspective.
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4.  Scenario 1: Quebec City-Windsor 300 kph (Mirabel)

4.1  Project Cost and Financing Risk

Constant 1993 dolfars Infiated deliars with
without capitalized interest capitalized interest
(millions §) % (millions $) %
Project Cost $10,482 100% $18,341 100%
Base Case Financing Plan-
Public sector risk
Direct government interest subsidy $4,414 24.1%
Private sector loans supported by
government guarantee 9,149 49.9%
Equity 137 0.7%
13,700 74.7%
Private sector risk
Project finance debt 3,209 17.5%
Convertibie debentures 1,295 7.1%
Equity 137 G.7%
4,641 25.3%
Total $18,341 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 25.3% of total Project
costs, or $4,641 million. Table 3 provides a breakdown of sources and uses of cash in both constant
and inflated dollars. If the Debt Service ratio was increased to 2.0 to 1, the amount of "at risk" private
sector financing available would decline to 23.0% of total Project costs, or $4,227 million.
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4.2  Results of Operations
2005 2025
Constant Inflated - Constant Infiated
dollars dollars dollars dollars
(in millions)
Operating Revenues $805 $1,148 $1,370 $3.528
Operating Costs {321) {450) {(392) (890}
Net Operating Revenues $484 $698 $978 $2,538
% of Operating Revenues 680.1% 60.8% 71.4% 71.9%

Table 4 provides a graphical presentation of Net Operating Revenues and Debt Service costs for the

first 20 years of operations.

4.3  Distribution of Cash Flow
2005 2025
Gonstant Inflated Constant Inflated
dollars dollars dollars dotiars
(in millions)
Public sector
Intake-
Taxes $20 $28 $163 $419
Dividends 12 17 15 47
l.ease of Infrastructure and Civil
Works 73 103 496 1,277
105 148 674 1,733
Outflow-
Infrastructure and Civil Works
interest subsidy (607) (866) (336) (866)
Net intake (outflow) $(502) $(718) $338 $867
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2005 2028
Constant inflated Gonstani Inflated
dollars dollars dotlars dollars
(in millions)

Private sector

Intake (on funds at risk)-

Debt service on Equipment and

Technology Notes 3284 $400 $- 3-

Interest on subordinate convertible

debentures 83 117 -

Dividends 12 17 158 391

Total $379 $534 $158 £391

As shown on the above tables, and also in Table 4, in the initial years, cash flow is directed, in first
priority, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash fiow
to the public sector increases dramatically, principally through lease payments to the Public

Financing Entity,

The accumulated contribution of the public sector (in inflated dollars) up to the first year during
which a break-even in cash-flow to the public sector is achieved (i.e. 2019) amounts to

$10,709 million including tax revenues and $12,813 million excluding tax revenues.

A detailed summary of annuaf contributions, net of intakes, by the public sector is presented as part

of Appendix 2,
4.4

Return on Investment

Scenario 1 yields the following Internal Rate of Return,”® depending on the ownership option:

Private-pubiic*
Whelly pubiic - "
Including tax revenues Without taxes
Public sector 6.58% 4.56% 0.48%
Private sector** n/a 10.79% 10.79%

e

Base Case Financing Plan.
Equity and Cenvertible Subordinated Debentures only.

)

using the methodology detailed in Appendix 1.

The Internal Rates of Return have been calculated on the basis of the projections set cut in Appendix 2
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For Scenario 1, the public sector's highest return would be generated under the wholly public
ownership option. The public sector's Internal Rate of Return is lower under the public-private
ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's internal Rate of Return declines.

In respect of the private sectar, we believe that the projected Internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 10.79%.
This is below the 12% threshold rate that we believe would be required to induce the private sector
to commit risk equity capital to the Project (as distinct from risk debt).” Private sector equity
sponsors would therefore seek to make modifications to the Base Case Financing Plan in order fo
obtain a greater share of the Project cash flows. Obviously, any such change would cause the public
sector's Internal Rate of Return to drop even further,

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as to increase the private sector's Internal Rate of Return from 10.79% to the 12%
threshold. This Modified Base Case Financing Plan enhances the return to the private sector {i.e. to
12%) but causes the projected Internal Rate of Return to the public sector to decrease from 4.56% to
only 1.65%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project will have a
Terminal Value at the end of the financial projection period in 2035, at which date alf Project
indebtedness will have been repaid.

In order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk (i) that parts of the Project will, for
a variety of possible reasons, be rendered technologically or competitively obsolete at some future
date, and (i) that private sector investors and lenders will heavily discount the Terminal Vajue,
regardless of its validity, since it is so far out in the future; hence investors and lenders will reduce
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is not
intended in any way to call into question the adequacy of the ongoing maintenance and capital
replacement programs that are already built into the financial projections over the Operating Period.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs are
supported by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believe to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Value.

The Terminal Value estimated for this Project has a reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the Internal Rate of
Return by excluding completely the Terminat Value from the calculation (i.e. a more "pessimistic"

®' The 12% threshold rate has been arrived at by consideration of the private sector's costs of financing,

given the identified Project risk. The rate is expressed as an after-tax percentage (taxes at 40%).
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case) and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the
original cost of Project assets, inflated to the year 2035 (i.e. a more "optimistic" case). The results
are summarized in the following table. _

2035 Replacement

- Cost reduced lo

32.5% of inflated
original cosi

Nil Terminal Value
in 2035
("Pessimistic”)

Base Case
Finanecing Plan

("Optimistic”}
Pubfic-private parinership
Public sector (with taxes) 2.71% 4.56% 5.59%
Private sector 10.48% 10.79% 11.18%.
Wholly public 5.93% 6.58% 7.15%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.31% to 1.85%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.39% to 1.03%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 1 would be
as follows:

8% discount rate 9% discount rate 10% discount rate
Including Without Including Without Including Without
tax tax fax
taxes taxes taxes
revenues revenues revenues
Pre-construction Period $127 $127 $126 $126 $125 $125
Construction Period 2,350 2,350 2,182 2,182 2.027 2,027
OCperating Period (to 20258) 1,534 2,188 1,383 1,811 1,243 1672
54,011 $4.,665 $3,691 $4,219 $3,395 $3.824

it should be noted that the above discount rates do not include a risk premium, Rather, they are
based upon long-term government borrowing costs {i.e. cost of capital).

Details supporting the above Scenario 1 calculations are provided in Appendix 2.

4.5  Other Sensitivity Analyses

4.5.1 Operating Revenues and Costs

The feliowing table shows how key financial ratios from the Base Case Financing Plan compare o
results generated from a 10% increase and a 10% decrease in each of the projecied Operating
Revenues and Operating Costs:
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Operating Revenues Operating Costs Combined
Financing .
Base Case 10% 10% 10% 10% Optimistic Pessimistic
Increase decrease decrease Increase {1) {2
Internal Rate of Return .
- Public sector (with taxes) 4.56% 6.34% 2.97% 4.77% 4.43% 6.51% 2.71%
‘ - Private sector 10.79% 11.63% 9.80% 10.89% 10.69% 11.71% 9.66%
) Debt Service ratio .
(Year 2005) 1.75 2.05 1.44 1.79 1.70 210 1,40
o Debt to equity ratio
{Year 2005) 2.72 2.69 2.78 2.71 2.73 2.68 2,79
:‘ Net Operating Revenue
margin
- Year 2005 60.77% 64.54% 56.10% 62.30% 59.24% 65.93% 54.38%
i - Year 2025 71.95% 75.57% 68.71% 73.03% 70.88% 75.55% 67.51%
Government funding
(income) per passenger
- Year 2005 62 $55 %69 362 $63 $53 $70
- Year 2025 : %(45) $(59) $(30) $646) $(43) $(60) %29}

(1) Operating Revenues increase by 10% and Cperating Costs decrease by 10%.
(2) Operating Revenues decrease by 10% and Operating Costs increase by 10%.

4,5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes to assumpticns underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 20%;
. Project Construction cost savings of 20%;
. A reduction in the length of the Construction Period from seven to six years; and
. A reduction in the interest rate on the Equipment and Technology Notes from 11.5% to
10.5%.
n 20% Cost 20% Cost gﬁﬁ:;t;z; uI: Reduction in
5 Overrun Savings Period Interest Rate
Internal Rate of Return
- Public sector (with taxes) 3.21% 6.29% 5.97% 4.70%
- Private sector 10.48% 11.06% 11.08% 10.87%
Debt Service ratio (Year 2005) 1.48 2.14 1.83 1.89
Debt to equity ratio (Year 2005} 3.31 2.18 2.71 2.70
Net Operating Revenue margin
- Year 2005 60.56% 60.98% 60.84% 60.77%
- Year 2025 71.98% 71.93% 71.95% 71.95%
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Reduction in .
Dermun | Savings, | Construction | P
Period
Government funding (income) per
passenger
- Year 2005 $78 $45 $58 $61
- Year 2025 $(36) $(53) $(47) $(45)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebtedness

taken as a whole.

1% reduction in all Base Case 1% increase in ali
interest rates Financing Plan interest rales

fnternal Rate of Return -
- Public sector (with taxes) 6.27% 4.56% 3.26%
- Private sector 10.99% 10.79% 10.76%
Debt Service ratio (Year 2005) 2.07 1.75 1.51
Debt to equity ratio (Year 2025) 3.10 272 2.41
Government funding (income per
passenger)
- Year 2005 $50 $62 $74
- Year 2025 $(49) $(45) 540y

In order to appreciate the sensitivity of the internal Rate of Return to a combination of the thres most

important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the “"optimistic®
analysis, revenues are increased by 10%, the Construction Period has been reduced by one year
and Construction costs are reduced by 20%. In the "pessimistic" analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The resuits of these analyses are summarized and compared to the Base Case

Financing Plan in the following table.

Pessimistic Base Case Optimistie
Analysis" Financing Pian Analysis®
Public-private partnership
Public sector (with taxes) (0.18)% 4.56% 9.76%
Private sector 8.88% 10.79% 12.11%
Wholly public 3.98% 6.58% 8.43%

(1) Operating revenues decrease by 10%, one year added to Construction Period and 20% Construction cost overrun.
(2) Operating revenues increase by 10%, one year reduction to Construction Period and 20% Construction cost savings.
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4.6  Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario 1, and notwithstanding
satisfactory Debt Service coverage, we do not believe that the projected financial results would be
sufficiently attractive to induce investors from the private sector to invest risk capital in the Project
since the 10.78% Internal Rate of Return for the private sector is too low relative to private sector
financing costs and the high risks associated with the HSR Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as o
increase the private sector's Internal Rate of Return from 10.79% to the 12% threshold (and thereby
render the Project financeable from a private sector standpoint), the public sector's internal Rate of
Return would decline from 4.56% to 1.65%.
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9.  Scenario 2: Quebec City-Windsor 200 kph (Dorval)

9.1  Project Cost and Financing Risk

Constant 1993 dollars Infiated doilars with
without capitalized interest caplalized interest
(millions $) % {millions §) | %
Project Cost $9,451 100% $16,444 - 100%
Base Case Financing Plan-
Public sector risk
Direct government interest subsidy $3,860 23.5%
Private sector [oans supported by
government guarantee 8,721 53.0%
Equity 127.5 0.8%
12,708 77.3%
Private sector risk
Proiect finance debt 2,403 14.6%
Convertible debentures 1,206 7.3%
Equity 127.5 0.8%
3,736 22.7%
Total $16,444 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 22.7% of total Project
costs, or $3,736 million. Table 5 provides a breakdown of sources and uses of cash in both constant
and inflated dollars. if the Debt Service ratio was increased to 2.0 to 1, the amount of “at risk" private
sector financing available would decline to 20.8% of total Project costs, or $3,424 million.
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5.2  Results of Operations
2005 2025
Constant Inflated Constant inflaled
dolfars doliars doliars dollars
(in millions)
Operating Revenues T%641 $914 $1.064 $2,740
Operating Costs (275) (385) (329} (835)
Net Operating Revenues $366 $529 $735 $1,905
% of Operating Revenues 57.1% 57.9% 69.1% 69.5%

Table 6 provides a graphical presentation of Net Operating Revenues and Debt Service costs for the

first 20 years of operations.

5.3  Distribution of Cash Flow
2005 2025
Constant Inflated Constant inflated
dollars dollars doflars dotiars
{in millions)
Publie sector
Intake-
Taxes 316 $23 3102 $262
Dividends 6 8 9 24
Lease of Infrastructure and Civil
Works 49 70 405 1,044
71 102 516 1,330
Outflow-
Infrastructure and Civil Works
interest subsidy {579) {825) {320) {825)
Net intake (outflow) $(508) $(723) $196 $505
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2005 2025
Constant inflated Constant inflated
dollars doflars dollars dollars
(in millions)
Private sector
Intake (on funds at risk)-
Debt service on Equipment and
Technology Notes $211 $302 3- $-
Interest on subordinate convertible
debentures 76 109 - -
Dividends 6 9 85 252
Total $293 $420 395 5252

As shown on the above tables, and also in Tahle 6, in the initial years, cash flow is directed, in first
priority, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments to the Public

Financing Entity.

The accumulated contribution of the public sector (in inflated dollars) up to the first year during

which a break-even in cash-flow to the public sector is achieved (i.e. 2020) amounts to
$11,515 million including tax revenues and $12,747 million excluding tax revenues.

A detailed summary of annual contributions, net of intakes, by the public sector is presented as part

of Appendix 3.

5.4  Return on Investment

Scenario 2 yields the following Internal Rate of Return,"” depending on the ownership option:

Private-public*

Wholly public ) i
Including tax revenues Without taxes
Public sector 4.83% 2.57% {1.85)%
Private sector** n/a 9.38% 9.38%

* Base Case Financing Plan.
Equity and Convertible Subordinated Debentures only,

K

0% The Internal Rates of Return have been calculated on the basis of the projections set aut in Appendix 3
using the methodology detailed in Appendix 1.
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For Scenario 2, the public sector's highest return would be generated under the whoily public
ownership option. The public sector's Internal Rate of Return is lower under the public-private
ownership option since the cost to the private sector of financing its share of the Praject is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector’s Internal Rate of Return declines.

in respect of the private secior, we believe that the projected Internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 9.38%.
This is below the 12% threshold rate that we believe would be required fo induce the private sector
to commit risk equity capital to the Project (as distinct from risk debt).""? Private sector equity
sponsors would therefore seek to make modifications to the Base Case Financing Plan in order to
obtain a greater share of the Project cash flows. Obviously, any such change would cause the public
sector's Internal Rate of Return to drop even further.

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as to increase the private sector's Internal Rate of Return from 8.38% to the 12%
threshold. This Modified Base Case Financing Plan enhances the return to the private sector (i.e. fo
12%) but causes the projected Internal Rate of Return to the public sector to decrease from 2.57% to
an Internal Rate of Return that is lower than (7.5)%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project will have a
Terminal Value at the end of the financial projection period in 2035, at which date all Project
indebtedness will have been repaid.

in order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as ¢ which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk that {i} parts of the Project will, for
a variety of possible reasons, be rendered technologically or competitively obsolete at some future
date, and (i) that private sector investors and lenders will heavily discount the Terminal Value,
regardless of its validity, since it is so far out in the future; hence investors and lenders will reduce
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is not
intended in any way to call into question the adequacy of the ongoing maintenance and capital
replacement programs that are already built into the financial projections over the Operating Period.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs are
supported by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believe to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Value.

The Terminal Value estimated for this Project has a reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the Internal Rate of
Return by excluding completely the Terminal Value from the calculation (i.e. a more "pessimistic”

" The 12% threshold rate has been arrived at by consideration of the private sector's costs of financing,
given the identified Project risk. The rate is expressed as an after-tax percentage {taxes at 40%).
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case) and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the
original cost of Project assets, inflated to the year 2035 (i.e. a more "optimistic' case). The resulis
are summarized in the followmg table.

2035 Replacement
Cost reduced fo
32.5% of inflated
original cost
{"Optimistic*)

Nil Terminal Value
in 2035
("Pessimistic”)

Base Case
Financing Plan

Public-private partnership

Public sector (with taxes) 0.68% 2.57% 4.08%
Private sector 9.13% 9.38% 9.87%
Wholly public 4.50% 4.83% 5.72%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.25% to 1.89%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.49% to 1.51%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 2 would be
as follows:

8% discount rate 9% discount rafe 10% disgount rale
'"":2:'"9 Without '“"{2:"‘9 Without '““::i'“g Without

revenues taxes revenues taxes revenues taxes

Fre-construction Period $118 $118 3117 $117 $116 $116
Construction Period 2,060 2,060 1,912 1,912 1,777 1,777
Operating Period {to 2025) 2,009 2,390 1,765 2,071 1,552 1,800
$4.187 $4.568 $3,794 $4,100 53,445 33,643

It should be noted that the above discount rates do not include a risk premium. Rather, they are
based upon long-term government borrowing costs (i.e. cost of capital).

Details supporting the above Scenario 2 calculations are provided in Appeadix 3.

9.5  Other Sensitivity Analyses

551 Operating Revenues and Costs

The following table shows how key financial ratios from the Base Case Financing Plan compare to

results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Operating Costs;
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Operating Revenues Operating Costs Combined
Financing
Base Case 10% 10% 10% 10% Optimistic Pessimistic
increase decrease decrease increase ()] (23
Internal Rate of Aeturn
- Public sector (with taxes) 2.57% 4.10% {0.34)% 2.65% 2.28% 4.32% (0.77)%
- Private sector 9.38% 10.16% 8.25% 9.48% 9.25% 10.26% 8.08%
Debt Service ratio
{(Year 2005) 1.75 2.07 1.43 1.80 1.70 2.12 1.38
Debt to equity ratio
{Year 2005) 2.77 2.73 2.82 2.76 2,77 272 2.83
Net Operating Revenue
margin
- Year 2005 57.92% 61.97% 52.91% 59.66% 56.18% 63.54% 50.97%
- Year 2025 69.53% 72.38% 66.01% 70.77% £8.29% 73.50% 64 .63%
Government funding
(income) per passenger
- Year 2005 $73 $67 $80 $72 $74 $65 $80
- Year 2025 $(31) $(45) 3(16) $(33) $(30) ${(47) $(15)

(1) Operating Revenues increase oy 10% and Ogerating Costs decrease by 10%.
(2) Operating Revenues decrease by 10% and Cperating Costs increase by 10%.

5.5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes to assumptions underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 20%;
. Project Construction cost savings of 20%;
. A reduction in the length of the Construction Period from seven 1o six years,; and
* A reduction in the interest rate on the Equipment and Technology Notes from 11.5% to
10.5%. '
20% Cost 20% Cost Eﬁggg :';:'i:: Reduction in
Oversun Savings Period interest Rate
Internal Rate of Return
- Public sector (with taxes) 0.49% 4.23% 3.87% 2.58%
- Private sector 9.04% 9.61% 9.69% 9.44%
Debt Service ratio {Year 2005) 1.48 2.14 1.83 1.89
Debt to equity ratic (Year 2005) 3.36 2.20 2.77 2.75
Net Operating Revenue margin
- Year 2005 57.73% 58.12% 58.00% 57.92%
- Year 2025 69.57% 69.50% 69.53% 89.53%
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o Reduction in s

20% Cost 20% Cost Construction Reduction in
Overrun Savings Period Intersst Rale

Government funding (income) per

passenger

- Year 2005 N $56 $69 $72

- Year 2025 $(21) $(41) $(34) ${32)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebtedness
taken as a whole,

1% reduction in all Base Case 1% increase in aif
interest rales Financing Plan interest rates

Internal Rate of Return
- Public sector (with taxes) 4.03% 2.57% 0.80%
- Private sector 9.37% 9.38% 9.38%
Debt Service ratio (Year 2005) 1.89 1.76 1.63
Debt to equity ratio (Year 2025) - 2.88 277 ' 2.66
Government funding {income per
passenger)
- Year 2005 $63 $73 $84
- Year 2025 $(37) 5(31) $(26)

In order to appreciate the sensitivity of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the "optimistic®
analysis, revenues are increased by 10%, the Construction Period has been reduced by one year
and Construction costs are reduced by 20%. In the "pessimistic" analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The results of these analyses are summarized and compared to the Base Case
Financing Plan in the following table.

Pessimistic Base Case Oplimistie
Analysis‘” Financing Plan Analysis®
Public-private partnership
Public sector (with taxes) {6.11% 2.57% 7.65%
Private sector 7.20% 9.38% 10.63%
Wholly public 0.65% 4.83% 7.03%

(1) Operating revenues decrease by 10%, one year added to Construction Period and 20% Construction cost overrun.
(2) Operating revenues increase by 10%, one year reduction to Construction Period and 20% Construction cost savings.
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5.6 Conclusion -

Based on our analysis of the Base Case Financing Plan for Scenario 2, and notwithstanding
satisfactory Debt Service coverage, we do not believe that the projected financial results wouid be
sufficiently attractive to induce investors from the private sector to invest risk capital in the Project
since the 9.38% Internal Rate of Return for the private sector is too low relative to private sector
financing costs and the high risks associated with the HSR Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as to
increase the private sector's Internal Rate of Return from 9.38% to the 12% threshold (and thereby
render the Project financeable from a private sector standpoint), the public sector's Internal Rate of
Return would decline from 2.57% to an Internal Rate of Return that is lower than {7.5)%.
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6.  Scenario 3: Quebec City-Windsor 300 kph (Dorval)

6.1  Project Cost and Financing Risk

Constant 1993 dollars Inflated doliars with
without capitalized interest capitalized interest
{millions §) % (millions §) %
Project Cost $10,626 100% $18,661 100%
Base Case Financing Pian-
Public sector risk
Direct government interest subsidy $4,559 24.4%
Private sector loans supported by
government guarantee 9,029 48.4%
Equity 137 0.7%
13,720 73.5%
Private sector risk
Project finance debt 3,509 18.8%
Convertible debentures ' 1,295 6.9%
Equity 137 0.7%
4,941 26.5%
Total $18,661 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of censtruction and financing
risk that could realistically be assumed solely by the private sector would be 26.5% of total Project
costs, or $4,941 million. Table 7 provides a breakdown of sources and uses of cash in both constant
and inflated doliars. i the Debt Service ratio was increased to 2.0 to 1, the amount of “at risk" private
sector financing available would decline to 24.1% of total Project costs, or $4,498 million.
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6.2  Results of Operations
2005 2025
Constant Inflated Constant Inflated
dollars dollars dollars dolfars
(in millions)
Operating Revenues $853 $1.,217 $1,452 $3,740
Operating Costs {3286) {456) {402) (1,014
Net Operating Revenues $527 $761 $1,050 $2.726
% of Operating Revenues 61.8% 62.5% 72.3% 72.9%

Tahle 8 provides a graphical presentation of Net Operating Revenuss and Débt Service cosis for the

first 20 years of operations.

6.3

Distribution of Cash Flow

2005 2025
Constant Inflated Constant inflated
dellars doliars dollars dolfars
(in millions)
Public sector
Intake- |
Taxes $21 $30 5186 $479
Dividends 15 22 17 43
Lease of Infrastructure and Civil
Works 81 116 512 1,319
117 168 715 1,841

Outflow- '
Infrastructure and Civil Works
interest subsidy (599) (854) (332) (854)
Net intake {outflow) $(482) $(686) $383 $o87
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2005 2025
Constant Inflated Constant intlated
dollars dollars dellars doflars
{in millions)
Private sector
Intake (on funds at risk)-
Debt service on Equipment and
Technology Notes $304 $435 - 3-
Interest on subordinate convertible
debentures a2 117 - -
Dividends 15 22 177 447
Tatal $401 3574 $177 $447

As shown on the above tables, and alsc in Tahle 8, in the initial years, cash flow is directed, in first
pricrity, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments to the Public

Financing Entity.

The accumuiated contribution of the public sector (in inflated dollars) up to the first year during
which a break-even in cash-flow to the public secter is achieved (i.e. 2018) amounis to
$10,057 million including tax revenues and $12,569 million excluding tax revenues.

A detailed summary of annual contributions, net of intakes, by the public sector is presented as part

of Appendix 4.
6.4

Return on Investment

Scenario 3 yields the following Internal Rate of Return,® depending on the ownership option:

Privale-public*

Wholly public

Including tax revenues

Without taxes

Public sector 7.10% 5.23% 1.22%
Private sector** n/a 11.34% 11.34%
* Base Case Financing Plan.
** Equity and Cenvertible Subordinated Debentures anly.

%9 The Internal Rates of Return have been calcutated on the basis of the projections set out in Appendix 4
using the methodology detailed in Appendix 1.
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For Scenario 3, the public sector's highest return would be generated under the wholly public
ownership option. The public sector's Internal Rate of Return is lower under the public-private
ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's Internal Rate of Return declines.

In respect of the private sector, we believe that the projected Internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 11.34%.
This is below the 12% threshold rate that we believe would be required to induce the private sector
to commit risk equity capital to the Project (as distinct from risk debt).""? Private sector equity
sponsors would therefore seek to make modifications to the Base Case Financing Plan in order o
obtain a greater share of the Project cash flows. Obviously, any such change would cause the public
sector's Internal Rate of Return to drop even further,

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as to increase the private sector's Internal Rate of Return from 11.34% to the 12%
threshold. This Modified Base Case Financing Plan enhances the return to the private sector (i.e. to
12%) but causes the projected Internal Rate of Return to the public sector to decrease from 5.23% o
only 3.36%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project will have a
Terminal Value at the end of the financial projection period in 2035, at which date all Project
indebtedness will have been repaid.

In order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. I is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk that (i) parts of the Project wili, for
a variety of possible reasons, be rendered technologically or competitively obsolete at some fuiure
date, and (ii) that private sector investors and lenders will heavily discount the Terminal Value,
regardiess of its validity, since it is so far out in the future; hence investors and lenders will reducs
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is nat
intended in any way to call into question the adequacy of the ongoing maintenance and capital
replacement programs that are already built into the financial projections over the Operating Feriod.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs arg
supported by detailed engineering studies,

in the Base Case Financing Plan, we have therefore included what we believe to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Value.

The Terminal Value estimated for this Project has a reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the Internal Rate of
Return by exciuding completely the Terminal Value from the calcutation (i.2. 2 more "pessimistic’

43 The 12% threshold rate has been arrived at by consideration of the private sector's costs of financing,

given the identified Project risk. The rate is expressed as an after-tax percentage (taxes at 40%).
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case} and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the
original cost of Project assets, inflated to the year 2035 (i.e. a more "optimistic" case). The resulis
are summarized in the following table. '

7 2035 Repiacement
Nil Terminal Value Cost reduced o
in 2035 . oase Case 32.5% of inflated
("Pessimistic”) 9 original cost
("Oplimistic®}
Public-private partnership
Public sector (with taxes) 3.41% 5.23% 8.12%
Private sector 11.01% 11.34% 11.71%
Wholly public 6.42% o 7.0% 7.61%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.33% to 1.82%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.37% to 0.88%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 3 would be
as follows: '

8% discount rate 9% discount rate 10% disgount rats
Incleding Without Including Without Ineluding Withaut
tax taxes tax laxes tax faxes

revenues revenues revenues
Pre-construction Period $127 5127 $126 $126 $125 8125
Construction Period 2,427 2,427 2,253 2,253 2,093 2,083
Cperating Period (to 2025) 1,258 2,089 1,156 1,803 1,055 1,580
$3,813 $4,613 $3,535 $4.182 $3,273 $3.798

It should be noted that the above discount rates do not inciude a risk premium. Rather, they are
based upon long-term government borrowing costs {i.e. cost of capital).

Details supporting the above Scenarid 3 calculations are provided in Appendix 4.

6.5  Other Sensitivity Analyses

6.5.1 QOperating Revenues and Costs

The following table shows how key financial ratios from the Base Case Financing Plan compare to

results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Operating Costs:
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Operating Revenues Operating Costs Combined
Finanging
Base Case 10% 10% 10% 10% Optimistie Pessimistic
increase decrease decrease increase {1) 2
Internal Rate of Return
- Public sector {with taxes} 5.23% 6.94% 3.70% 5.42% 5.06% 7.10% 3.47%
- Private sector 11.34% 12.19% 10.32% 11.44% 11.24% 12.28% 10.18%
Debt Service ratio
(Year 2005) 1.75 2.05 1.45 1.79 1.71 2.09 .41
Debt to equity ratio
(Year 2005) 2.70 2.68 2.77 2.7 2.7% 2.67 2.78
Net Operating Revenue
margin
- Year 2C05 62.51% 66.12% 58.05% 63.97% 61.06% 67.43% 56.42%
- Year 2025 72.88% 75.41% 69.75% 73.92% 71.84% 76.35% 68.50%
Government funding
{(incorme) per passenger
- Year 2005 $57 $49 $64 356 $58 $48 364
~ Year 2025 $(48) $(62) $(34) $(49) 8(47) 3(63) ${32)

(1) Operating Revenues increase by 10% and Operating Costs decrease by 10%.
{2) Operating Revenues decrease by 10% and Operating Costs increase by 10%.

6.5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes to assumptions underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 20%:
. Project Construction cost savings of 20%,;
. A reduction in the length of the Construction Period from seven to six years; and
. A reduction in the interest rate on the Equipment and Technology Notes from 11.5% to
10.5%.
20% Cost 20% Cost | peouciOR 1M | Regyetion in
Overrun Savings Period Inferes! Rale
Internal Rate of ﬁeturn
- Public sector (with taxes) 3.82% 6.90% 6.67% 5.38%
- Private sector 11.02% 11.60% 11.64% 11.42%
Debt Service ratio (Year 20058) 1.47 2.14 1.83 1.89
Debt to equity ratio (Year 2005} 3.30 217 2.70 2.70
Net Operating Revenue margin
- Year 2005 62.30% 62.73% 62.59% 62.51%
- Year 2025 72.90% 72.86% 72.88% 72.87%
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5 . Reduction in s,

20% Cost 20% Cost Construction Reduction in
Overrun Savings Period - Interest Rafe

Government funding (income) per

passenger

- Year 2005 $72 341 $53 555

- Year 2025 $(40) $(56) $(50) $(48)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebtedness
taken as a whole.

1% reduction in all Base Cage 1% increass in all
interest rates Financing Plan interest rates

Internal Rate of Return
- Public sector {with taxes) 6.69% 5.23% 3.94%
- Private sector 11.42% 11.34% 11.32%
Debt Service ratio (Year 2005) 1.80 1.75 1.62
Debt to equity ratio (Year 2025) 2.96 2.70 2.49
Government funding (income per
passenger)
- Year 2005 $a7 $57 67
- Year 2025 $(52) 5(48) 5044)

In order to appreciate the sensitivily of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the "optimistic”
analysis, revenues are increased by 10%, the Construction Period has been reduced by ane year
and Construction costs are reduced by 20%. In the "pessimistic" analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The results of these analyses are summarized and compared to the Base Case
Financing Plan in the following table.

Pessimistic Base Case Optimistic
Analysis'® Financing Plan Analysis®
Public-private partnership
Public sector (with taxes) 0.74% 5.23% 10.38%
Private sector 9.40% 11.34% 12.71%
Whelly public 4.70% 7.10% 8.88%

{1) Cperating revenues decrease by 10%, one year added to Construction Period and 20% Construction cost overrun.
{2) Operating revenues increase by 10%, one year reduction to Construction Period and 20% Construction cost savings.
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6.6 Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario 3, and notwithstanding
satisfactory Debt Service coverage, we do not believe that the projected financial results would be
sufficiently attractive to induce investors from the private sector to invest risk capital in the Project
since the 11.34% Internal Rate of Return for the private sector is too low relative to private secior
financing costs and the high risks associated with the HSR Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as to
increase the private sector's Internal Rate of Return from 11.34% to the 12% threshold (and thereby
render the Project financeable from a private sector standpoint), the public sector's Internal Rate of
Return would decline from 5.23% to 3.36%.
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7.  Scenario 4: Montreal-Ottawa-Toronto 300 kph (Mirabel)

7.1  Project Cost and Financing Risk

Constant 1993 dollars Inflated dellars with
without capitalized interest capitalized interest
(millions $) % {millions §) %
Project Cost $6,079 100% $10,639 100%
Base Case Financing Plan-
Public sector risk
Direct government interest subsidy : $2,574 24.2%
Private sector loans supported by
government guarantee 5,282 48.7%
Equity 79 0.7%
7,935 74.6%
Private sector risk
Project finance delt 1,877 17.6%
Convertible debentures 748 7.4%
Equity 79 0.7%
2,704 25.4%
Total $10,639 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 25.4% of total Project
costs, or $2,704 million. Table 9 provides a breakdown of sources and uses of cash in both constant
and inflated dollars. If the Debt Service ratio was increased to 2.0 to 1, the amount of "at risk" private
sector financing available would decline to 23.1% of total Project costs, or $2,465 million.
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7.2  Results of Operations

2005 2025
Constant Inflated Constant inflated
dollars dollars dollars doliars
(in millions)
Operating Revenues $487 $694 $837 $2,155
Operating Costs (196) {275) {242) (612}
Net Operating Revenues $291 $419 $595 $1,543
% of Operating Revenues 59.8% 60.1% 71.1% 71.6%

Table 10 provides a graphical presentation of Net Operating Revenues and Debt Service costs for the

first 20 years of operations.

7.3  Distribution of Cash Flow

2005 2025
Constant Inflated Constant inflated
dollars dollars dollars dotlars
{(in millions)
Public sector
Intai(e-
Taxes $11 $16 $99 $256
Dividends 8 11 9 23
Lease of infrastructure and Civil
Works 45 64 298 768
54 N 406 1,047
Outflow-
Infrastructure and Civil Works
interest subsidy (351) (500) (194) (500)
Net intake (outflow) $(287) $(409) $212 $547
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2005 2028
Constant Inflated Constant Infizied
doliars doliars doliars doliars
(in millions)
Private sector
Intake (on funds at risk)-
Debt service on Equipment and
Technology Notes $168 $239 $- $-
Interest on subordinate convertible
debentures 45 67 - -
Dividends 8 11 93 237
Total $221 $317 $93 $237

As shown on the above tables, and also in Table 10, in the initial years, cash flow is directed, in first
pricrity, to Debt Service in respect of the Equipment and Technology Notes..Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments to the Public

Financing Entity.

The accumulated contribution of the public sector (in inflated dollars) up to the first year during
which a break-even in cash-flow to the public sector is achieved (i.e. 2018) amounts to
$6,092 million including tax revenues and $7,294 million excluding tax revenues.

A detailed summary of annual contributions, net of intakes, by the public sector is presented as part

of Appendix 5.
7.4

Return on Investment

Scenario 4 yields the following Internal Rate of Return,”"” depending on the ownership option:

. Private-public*
Wholly public
Including tax revenues Without taxes
Public sector 6.91% 5.42% 1.85%
Private sector** n/a 11.15% 11.15%
* Base Case Financing Plan.
** Equity and Convertible Subordinated Debentures only.

)

using the methedoiogy detailed in Appendix 1.

The Intarnal Rates of Return have been calculated on the basis of the projections set out in Appendix 5



High Speed Rail Project
Quebec City-Windsor Corridor

Financial Analysis Final Report
February 24, 1995 50

For Scenario 4, the public sector's highest return would be generated under the wholly public
ownership option. The public sector's Internal Rate of Return is fower under the public-private
ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's Internal Rate of Return declines.

In respect of the private sector, we believe that the projected Internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 11.15%.
This is below the 12% threshold rate that we believe would be required to induce the private sector
to commit risk equity capital to the Project (as distinct from risk debt)." Private sector equity
sponsors would therefore seek to make modifications to the Base Case Financing Plan in order to
obtain a greater share of the Project cash flows. Obviously, any such change would cause the public
sector's Internal Rate of Return to drop even further.

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as to increase the private sector's Internal Rate of Return from 11.15% to the 12%
threshold. This Modified Base Case Financing Plan enhances the return to the private sector (i.e. to
12%) but causes the projected Internal Rate of Return to the public sector to decrease from 5.42% to
only 2.74%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project will have &
Terminal Value at the end of the financial projection period in 2035, at which date all Project
indebtedness will have been repaid.

~ In order to estimate the Terminal Value, we have applied the capitalized earnings vaiuation approach,
thereby applying a capitalization factor to year 2035 earnings and déducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk that {i) parts of the Project will, for
a variety of possible reasons, be rendered technalogically or competitively obsolete at some future
date, and (ii) that private sector investors and lenders will heavily discount the Terminal Value,
regardless of its validity, since it is so far out in the future; hence investors and lenders will recuce
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is not
intended in any way to call into question the adequacy of the ongoing maintenance and capital
replacement programs that are already built into the financial projections over the Operating Period.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs #re
supported by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believe to be a financiaily
conservative estimate of the Replacement Cost of Project assets, equivaient to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Value.

The Terminal Value estimated for this Project has a reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the internal Rate of
Return by excluding completely the Terminal Value from the calculation (i.e. a more "pessimistic”

U9 The 12% threshold rate has been arrived at by consideration of the private sector's cosis of financing,
given the identified Project risk. The rate is expressed as an after-tax percentage (taxes at 40%).
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case) and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the
original cost of Project assets, inflated to the year 2035 (i.e. a more "optimistic® case). The results
are summarized in the following table.

2035 Replacemant
Nil Terminal Value ' Cost reduced to
in 2035 oase Gase | 32.5% of inflated
("Pessimistic") 9 originai cost
("Oplimistic"}
Public-private partnership
Public sector {with taxes) , 3.37% 5.42% 6.26%
Private sector 10.73% _ 11.15% 11.51%
Wholly public 6.15% 65.91% 7.42%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.42% to 2.05%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.36% to 0.84%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 4 would be
as follows:

8% discount rate 9% discount rate 10% discouni rale
Including Without Including Withaut Including Withaut
tax tax tax

taxes taxes taxes

revenues revenues revenues
Pre-construction Period §73 %73 $72 $72 $72 §72
Construction Period 1,373 1,373 1,275 1,275 1,185 1,188
Operating Pericd {to 2028) 821 1,220 746 1,068 6574 836
$2,267 $2.666 $2,003 $2.415 $1,8314 %2163

It should be noted that the above discount rates do not include a risk premium, Rather, they are
based upon long-term government borrowing costs (i.e. cost of capital).

Details supporting the above Scenario 4 calculations are provided in Appendix 5.

7.5  Other Sensitivity Analyses

1.5.1 Operating Revenues and Costs

The foilowing table shows how key financial ratios from the Base Case Financing Plan compare {o

results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Operating Costs:
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Operating Revenues Operating Cosis Combined
Financing
Base Case 10% 10% 10% 10% Optimistic Pessimisiic
increase decrease decrease increase (1) {2}
Internal Rate of Return
- Fublic sector (with taxes) 3.42% 6.85% 3.30% 5.62% 5.22% 7.08% 3.04%
- Private sector 11.15% 11.96% 10.04% 11.27% 11.03% 12.02% 2.89%
Debt Service ratio
{Year 2005) 1.75 2.06 1.44 1.80 1.71 2141 1.40
Debt to equity ratio
(Year 2005} 2.82 2.79 2.89 2.81 2.83 2.78 2.89
Net Operating Revenue
margin
- Year 2005 60.29% 64.12% 55.55% 61.84% 58.75% 63.51% £3.83%
- Year 2025 ~ 71.60% 74.25% 68.31% 72.69% 70.51% 75.24% 67.09%
Government funding
(income)} per passenger
- Year 2005 $64 $55 370 $63 $65 $54 $71
- Year 2025 $(50) $(65) $(33) $(51) $(48} (67} (31

(1) Operating Revenues increase by 10% and Operating Costs decreass by 10%.
(2) Operating Revenues decrease by 10% and Operating Costs increase by 10%.

7.5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes to assumptions underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 20%:
. Project Construction cost savings of 20%;
. A reduction in the length of the Construction Period from seven to six years; and
. A reduction in the interest rate on the Equipment and Technology Notes from 11.5% to
10.5%.
20% Cost 20% Cost | Reduchion in | o cion in
Overrun Savings Cunslryc!mn Interest Rats
Period
Internal Rate of Return
- Public sector (with taxes) 3.89% 7.00% 6.79% 5.56%
- Private sector 10.81% 11.41% 11.46% 11.24%
Debt Service ratio (Year 2005) 1.48 2.14 1.83 1.90
Debt to equity ratio (Year 2005) - 3.41 2.28 2.82 2.80
Net Operating Revenue margin
- Year 2005 60.09% 60.49% 60.36% 60.29%
- Year 2025 71.62% 71.58% 71.60% - 71.58%
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20% Cost 20% Cost 23::;2‘;;;2 Reduction in
Overrun Savings Period Interest Rale
Government funding (income) per
passenger
- Year 2005 $80 $46 $59 52
- Year 2025 $(41) $(59) ${52) $(50)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebtedness

taken as a whole.

1% reduction in all Base Case 1% increase in all
interest rates Financing Plan inlerest rales

Internal Rate-of Return
- Public sector (with taxes) 6.81% 5.42% 4.08%
- Private sector 11.17% 11.15% 11.13%
Debt Service ratio (Year 2005) 1.90 1.75 1.83
Debt to equity ratio (Year 2025) 2.94 2.82 2.72
Government funding (income per
passenger)
- Year 2005 $53 $64 374
- Year 2025 $(54) $(50) $(45)

in order to appreciate the sensitivity of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the "optimistic’
analysis, revenues are increased by 10%, the Construction Period has been reduced by one year
and Construction costs are reduced by 20%. In the "pessimistic" analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The results of these analyses are summarized and compared to the Base Case

Financing Plan in the following table.

Pessimistic Base Case Oofimistic
Analysis™ Financing Plan Analysis®?
Public-private partnership
Public sector (with taxes) 0.25% 5.42% 10.26%
Private sector 817% 11.15% 12.41%
Whoily public 4.50% 6.91% 8.69%

(1} Operating revenues decrease by 10%, one year added to Construction Pericd and 20% Construction cost overrun,
(2} Operating revenues increase by 10%, one vear reduction to Construction Period and 20% Construction cost savings.
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7.6  Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario 4, and notwithstanding
satisfactory Debt Service coverage, we do not believe that the projected financial results wouid be
sufficiently atiractive to induce investors from the private sector to invest risk capital in the Project
since the 11.15% Internal Rate of Return for the private sector is too low relative to private sector
financing costs and the high risks associated with the HSR Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as to
increase the private sector's Internal Rate of Return from 11.15% to the 12% threshold (and thereby
render the Project financeable from a private sector standpoint), the public sector's Internal Rate of
Return would decline from 5,42% to 2.74%.
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8.  Scenario 5: Montreal-Ottawa-Toronto 200 kph (Dorval)

8.1  Project Cost and Financing Risk

Constant 1993 dollars - Inflated dollars with
without capitalized interest capitalized intersst
(millions $) % (millions $) %
Project Cost , $5,402 100% $9,404 100%
Base Case Financing Plan-
Public sector risk
Direct government interest subsidy $2,229 23.7%
Private sector loans supported by
government guarantee 4,991 53.1%
Equity ‘ 71 0.7%
7,292 77.5%
Private sector risk
Project finance debt 1,370 14.8%
Convertible debentures ' 671 7.2%
Equity 71 0.7%
2,112 22.5%
Total $9,404 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 22.5% of total Project
costs, or $2,112 million. Table 11 provides a breakdown of sources and uses of cash in both
constant and inflated dollars. If the Debt Service ratio was increased to 2.0 to 1, the amount of "at
risk" private sector financing available would decline to 20.5% of total Project costs, or

$1,928 million,



High Speed Rail Project
Quebec City-Windsor Corridor

Financial Analysis Final Report

" February 24, 1995

o3

- 8.2  Results of Operations
2005 2025
Constant Inflated ‘Constant Inflated
dollars dollars dollars deilars
{(in millions)
Operating Revenues $382 $545 $640 $1,649
Operating Costs (167) (234) {202) (513
Net Operating Revenues %215 $311 $438 $1,1386
% of Operating Revenues 56.3% 56.9% 68.4% 68.9%

Table 12 provides a graphical presentation of Net Operating Revenues and Debt Service cosis for the

first 20 years of operations.

8.3

Distribution of Cash Flow

2005 2025
Constant- Inflated Constant Inflated
dollars dotlars dollars doifars
{in millions)
Public sector
intake-
Taxes $9 $13 $59 $151
Dividends 4 6 5 14
Lease of Infrastructure and Civil
‘ Works 30 43 238 612
43 62 302 77T
Outflow-
Infrastructure and Civil Works
interest subsidy {331) {472) {183) (472}
Net intake (outflow) $(288) $(410) $119 $305
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2005 2025
Constant Inflated Constant Inflated
dollars dollars dollars doliars
{(in millicns)

Private sector
Intake {on funds at risk)-

Debt service on Equipment and

Technology Notes $124 $178 $- $-

Interest on subordinate convertible

debentures 42 60 -

Dividends 4 6 52 148
Total $170 $244 $52 $146

As shown on the above tables, and also in Table 12, in the initial years, cash flow is directed, in first
priority, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments to the Public
Financing Entity.

The accumulated contribution of the public sector (in inflated dollars} up to the first year during
which a break-even in cash-flow to the public sector is achieved (i.e. 2020) amounts to
$6,521 millien including tax revenues and $7,230 million excluding tax revenues.

A detailed summary of annual cantributions, net of intakes, by the public sector is presented as part
of Appendix 8.

3.4 Return on Investment

Scenario 5 yields the following Internal Rate of Return,"® depending on the ownership option:

. Private-public*
Wholly public -
Including tax revenses Without taxes
Public sector 5.20% 3.20% (0.74Y%
Private sector** n/a 9.66% 9.66%

Base Case Financing Plan.
" Equity and Convertible Subordinated Debentures only.

*%x

9% The Internal Rates of Return have been calculated on the basis of the projections set out in Appendix &
using the methodology detailed in Appendix 1.
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For Scenario 5, the public sector's highest return would be generated under the wholly public
ownership option, The public sector's Internal Rate of Return is lower under the public-private
ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's Internal Rate of Return declines.

tn respect of the private sector, we believe that the projected internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 3.66%.
This is below the 12% threshold rate that we believe would be required to induce the private sector
to commit risk equity capital fo the Project (as distinct from risk debt)."” Private sector equity
sponsors would therefore seek to make modifications to the Base Case Financing Plan in order fo
obtain a greater share of the Project cash flows. Obviously, any such change would cause the public
sector's Internal Rate of Return to drop even furthet.

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as to increase the private sector's Internal Rate of Return from 8.66% to the 12%
threshold. This Modified Base Case Financing Plan enhances the return to the private sector (i.e. to
12%) but causes the projected Internal Rate of Return to the public sector to decrease from 3.20% to
an Internal Rate of Return that is lower than (7.0)%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project will have a
Terminal Value at the end of the financial projection period in 2035, at which date all Project
indebtedness will have been repaid.

In order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, wouid be in need of replacement in the year 2035. Rather, the Replacement Cost
deductjon attempts to provide a measurement of the financial risk that (i) parts of the Project will, for
a variety of possible reasons, be rendered technologically or competitively obsolete at some future
date, and (ii} that private sector investors and lenders will heavily discount the Terminal Value,
regardiess of its validity, since it is so far out in the future; hence investors and lenders will reduce
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is not
intended in any way to call into question the adequacy of the ongoing maintenance and capita
replacement programs that are already built into the financial projections over the Operating Period.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs are
supported by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believé to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Value.

~ The Terminal Value estimated for this Project has a reasonably important impact on the calcuiation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the internal Rate of
Return by excluding completely the Terminal Value from the calculation (i.e. a more "pessimistic’

U7 The 12% threshold rate has been arrived at by consideration of the private sector's costs of financing,
given the identified Project risk. The rate is expressed as an after-tax percentage {taxes at 40%).
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case) and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the
original cost of Project assets, inflated to the year 2035 (i.e. a more "optimistic" case). The results
are summarized in the following tabie.

2035 Replacement
Cosi reduced to
32.5% of inflated

original cost
{"Optimistic")

Nil Terminai Value
in 2035
{"Pessimistic")

Base Case
Financing Plan

Public-privale partnership

Public sector (with taxes) 1.13% 3.20% 4.54%
Private sector 9.34% 9.66% 10.12%
Whelly public 4.69% 5.20% 6.00%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.32% to 2.07%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.46% to 1.34%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 5 wouid be
as follows:

8% discount rate 8% discount rate 10% discoun! rale
Ineluding Without Including Without Inciuding Without
tax tax fax

taxes taxes jaxes

revenues revenues revenues
Fre-construction Period 366 $66 $65 365 565 565
Construction Period 1,192 1,192 1,107 1,107 1,020 1,029
Operating Pericd {to 2025) 1,123 1,343 288 1,165 869 1,013
$2.381 $2,601 $2,160 $2,337 $1,063 $2.107

It should be noted that the above discount rates do not include a risk premium. Rather, they are
based upon long-term government borrowing costs {i.e. cost of capital).

Details supporting the above Scenario 5 calculations are provided in Appendix 6.

8.5  Other Sensitivity Analyses

8.5.1 Operating Revenues and Costs

The following table shows how key financial ratios from the Base Case Financing Plan compare o
results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Operating Costs:
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Operating Revenues Operating Costs Combined
Financing
Base Case 10% 10% 10% 10% Optimistic Pessimistic
Increase decrease decrease increase (1) {2}
Internal Rate of Return
- Pubklic sector (with taxes) 3.20% 5.15% 0.60% 3.46% 2.94% 5.36% 0.22%
- Private sector 9.66% 10.57% 8.52% 9.79% 9.52% 10.67% 8.36%
Debt Service ratio
(Year 2005) 1.75 2.07 1.42 1.80 1.69 2.13 1.37
Debt to equity ratio
{Year 2005) 2.89 2.84 2.95 2.88 2.90 2.84 2.95
Net Operating Revenue
margin
- Year 2005 57.02% 61.15% 51.89% 58.78% 55.25% 62.75% 49.81%
- Year 2025 68.89% 71.80% 65.29% 70.16% 67.62% 72.95% 63.87%
Government funding
(income} per passenger
- Year 2005 $75 367 $81 $74 $76 $66 $82
- Year 2025 $(34) $(50) $(18) $(36) $(32) _ 3(52) 316}

{1} Cperating Revenues increase by 10% and Operating Costs decrease by 10%.
{2} Operating Revenues decreasse by 10% and Operating Costs increase by 10%.

8.5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes to assumptions underlying
the Base Case Financing Plan, as follows:

An overrun in Project Construction costs of 20%;

Project Construction cost savings of 20%;

A reduction in the length of the Construction Period from seven to six years; and

A reduction in the interest rate on the Equipment and Technology Notes from 11.5% fo

10.5%.
20% Cost 20% Cost | heduction in | o i etion in
Overrun Savings Cnnslr!lc!zon interest Rale
Period
Internal Rate of Return
- Public sector {with taxes) 1.34% 501% 4.52% 3.31%
- Private sector 9.34% 9.93% 9.98% 5.73%
Debt Service ratio (Year 2005) 1.48 2.12 1.83 1.88
Debt to equity ratio (Year 2005) 3.48 2.32 2.90 2.87
Net Operating Revenue margin
- Year 2005 56.83% 57.20% 57.09% 57.02%
- Year 2025 68.92% 68.86% 68.88% 68.88%
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L Reduction in o

20% Cost. 20% Cost Construction Reduction in
Cverrun Savings Period Interest Rale

Government funding (income) per

passenger

- Year 2005 $92 $57 $70 $73

- Year 2025 $24) $(44) $(36) $(34)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebtedness
taken as a whole.

1% reduction in all Base Case 1% increase in all
_interest rates Financing Plan - interest raies

Internal Rate of Return
- Public sector {with taxes) 4.78% 3.20% 1.58%
- Private sector 9.69% 9.66% 9.65%
Debt Service ratio (Year 2005) 1.89 1.75 1.63
Debt to equity ratio (Year 2025) 3.00 .. 2.89 2.78
Government funding (income per
passenger)
- Year 2005 $64 %75 $86
- Year 2025 329 $(34) 528}

In order to appreciate the sensitivity of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the "optimistic®
analysis, revenues are increased by 10%, the Construction Period has been reduced by cne year
and Construction costs are reduced by 20%. In the "pessimistic® analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The results of these analyses are summarized and compared to the.Base Case
Financing Plan in the following table.

Pessimistic Base Case Gptimistic
Analysis™ Financing Plan Analysis®
Public-private partnership
Public sector {with taxes) (3.77)% 3.20% 8.33%
Private sector 7.55% 9.66% 11.01%
Wholly public 1.67% 5.20% 7.28%

(1) Operating revenues decrease by 10%, cne year added tc Construction Period and 20% Construction cost overrun.
(2) Operating revenues increase by 10%, one year reduction to Construction Period and 20% Construction cost savings.
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8.6 Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario 5, and notwithstanding
satisfactory Debt Service coverage, we do not believe that the projected financial results would be
sufficiently attractive to induce investors from the private sector to invest risk capital in the Project
since the 9.66% Internal Rate of Return for the private sector is too low relative to private sector
financing costs and the high risks associated with the HSR Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as to
increase the private sector's Internal Rate of Return from 9.66% to the 12% threshold (and thereby
render the Project financeable from a private sector standpoint), the public sector's Internal Rate of
Return would decline from 3.20% to an Internal Rate of Return that is lower than (7.0)%.
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9.  Scenario 6: Montreal-Ottawa-Toronto 300 kph {Dorval)

9.1  Project Cost and Financing Risk

Constant 1993 dollars Inflated doliars with
without capitalized interest capitalized interest
(millions §) % (millions $) %
Project Cost $6,078 100% $10,701 - 100%
Base Gase Financing Plan-
Public sector risk
Direct government interest subsidy $2,653 24.8%
Private sector loans supported by
government guarantee 5,038 47.1%
Equity 76.5 0.7%
’ 7,768 72.6%
Private sector risk
Project finance debt 2,133 18.9%
Convertible debentures 724 6.8%
Equity 78.5 0.7%
2,933 27.4%
Total ' $10,701 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 27.4% of total Project
costs, or $2,933 million. Table 13 provides a breakdown of sources and uses of cash in both
constant and inflated dollars. If the Debt Service ratio was increased to 2.0 1o 1, the amount of "at
risk" private sector financing available would decline to 24.8% of total Project costs, or

$2,658 million,
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9.2 Results of Operations

2005 2025
Constant Inflated Constant inflated
dollars dollars dollars dollars
(in millions)

Operating Revenues $527 $751 $916 $2,358
Operating Costs {200) (280) {249) (627)
Net Operating Revenues $327 $471 $667 $1,731
% of Operating Revenues 62.0%‘ 62.7% 72.8% 73.4%

Table 14 provides a graphical presentation of Net Operating Revenues and Debt Service costs for the
first 20 years of operations.

9.3  Distribution of Cash Flow

2005 2025
Constant Inflated Constant Inflated
dollars dellars dollars doliars
(in millions)
Public sector
Intake-
Taxes $23 $32 $123 $318
Dividends 9 13 11 28
Lease of Infrastructure and Civil
Works 46 66 313 807
78 111 447 1,153

Outflow-
Infrastructure and Civil Works
interest subsidy {334) (477) (185) 477
Net intake (outflow) $(256) $(366) $262 £676
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' 2005 2025
Constant Inflated Constant Infiated
dollars doliars doliars dollars
(in millions)

Privale seclor

Intake {on funds at risk)-

Debt service on Equipment and

Technology Notes $187 $269 $- $-

Interest on subordinate convertible

debentures 45 65 -

Dividends 9 13 117 297

Total $241 3347 $117 $297

As shown on the above tables, and alsc in Takle 14, in the initial years, cash flow is directed, in first
priority, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments tc the Public

Financing Entity.

The accumulated contribution of the public sector (in inflated dollars) up to the first year during

which a break-even in cash-flow to the public sector is achieved (i.e. 2017} amounts to
$5,437 million including tax revenues and $6,429 million excluding tax revenues.

A detailed summary of annual contributions, net of intakes, by the public sector is presenied as part

of Appendix 7.

9.4 Return on Investment

Scenario 6 yields the following Internal Rate of Return,”® depending on the ownership option:

Private-public*®

Wholly public - -
Incleding tax revenues Without faxes
Public sector 7.86% 6.65% 2.95%
Private sector** n/a 12.15% 12.15%

*x %

Base Case Financing Plan.
Equity and Convertible Subordinated Debentures onty.

(18

Appendix 7 using the methodclogy detailed in Appendix 1.

The Internal Rates of Return have been calculated on the basis of the projections set out in
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For Scenario 6, the public sector's highest return would be generated under the wholly public
ownership option. The public sector's Internal Rate of Return is lower under the public-privaie
ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's Internal Rate of Return declines.

In respect of the private sector, we believe that the projected Internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 12.15%.
This is above the 12% threshold rate that we believe would be required to induce the private sector
fo commit risk equity capital to the Project (as distinct from risk debt)." Private sector equity
sponsors would therefore be attracted by the Base Case Financing Plan because it would enable
them to obtain a satisfactory rate of return from the Project cash flow.

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as to decrease the private sector's Internal Rate of Return from 12.15% to the 12%
threshold. This Modified Base Case Financing Plan reduces the return to the private sector (i.e. fo
12%) but causes the projected Internal Rate of Return to the public sector to increase from 6. 65% to
7.19%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project wilt have a
Terminal Value at the end of the financial projection period in 2035, at which date all Project
indebtedness will have been repaid.

in order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of -
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk that (i) parts of the Project will, for
a variety of possible reasons, be rendered technologically or competitively obsolete at some future

" date, and (i) that private sector investors and lenders will heavily discount the Terminai Value,
regardless of its validity, since it is so far out in the future; hence investors and lenders will reduce
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is not
intended in any way to call into question the adequacy of the ongoing maintenance and capital
replacement programs that are aiready built into the financial projections over the Operating Period.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs are
supported by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believe to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Vaiue.

The Terminal Value estimated for this Project has a reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the Internal Rate of
Return by excluding completely the Terminal Value from the calculation {i.e. a more "pessimisiic"
case} and by reducing the Replacement Cost of Project assets in the year 2035 1o 32.5% of the

% The 12% threshold rate has been arrived at by consideration of the private sector's costs of financing,
given the identified Project risk. The rate is expressed as an after-tax percentage (taxes at 40%).
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original cost of Project assets, inflated to the year 2035 (i.e. a more "optimistic" case). The results
are summarized in the following table.

2035 Replacement
Cost reduced fo
32.5% of inflated

original cost
("Optimistic")

Nil Terminal Value
in 2035
{"Pessimistic*)

Base Case
Financing Plan

Public-private partnership

Public sector (with taxes} 4.67% 6.65% 7.29%
Private sector 11.69% 12.15% 12.46%
Wholly public 7.04% 7.86% 8.27%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.46% to 1.98%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated criginal costs has a positive impact
on the Internal Rate of Return ranging from 0.31% to 0.64%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 6 would be
as follows:

8% discount rate 9% discount rate 10% discount rate
Ineluding Withaut including Without Including Withaut
tax tax fax

faxes taxes taxes

revenues revenues revenyss
Pre-construction Period $71 $71 $70 $70 $70 370
Construction Period 1,414 1,414 1,313 1.313 1,220 1.220
Operating Pericd (to 2025) 509 1,059 486 826 458 816
-$1,994 $2,544 $1,869 $2,309 $1,748 $2,108

It should be noted that the above discount rates do not include a risk premium. Rather, they are
based upon long-term government borrowing costs (i.e. cost of capital).

Details supporting the above Scenario 6 calculations are provided in Appendix 7.

9.5  Other Sensitivity Analyses

8.5.1 Operating Revenues and Costs

The following table shows how key financial ratios from the Base Case Financing Plan compare to
results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Operating Costs:




High Speed Rail Project
Quebec City-Windsor Corridor

Financial Analysis Final Report

6a

February 24, 1985
Operaling Revenues Operating Costs Combined
Financing
Base Case 10% 10% 10% 10% Optimistie Pessimistin
increase decrease decrease increase (1) {2}
Internal Rate of Return
- Public sector (with taxes) 6.65% 8.01% 4.73% 6.83% 6.48% B.17% 4.52%
- Private sector 12.15% 12.97% 10.99% 12.26% 1£2.05% 13.06% 10.86%
Debt Service ratic
{Year 2005} * 1.75 2.05 1.45 1.79 1,71 2.09 1.41
Debt to equily ratio
(Year 2005) 2.82 2.78 2.87 2.81 2.81 .77 Z.88
Net Operating Revenue
margin
- Year 2005 62.78% 66.37% 58.34% 64.21% 61.35% 67.66% 56.74%
- Year 2025 73.43% 7591% 70.35% 74,44% 72.41% 76.82% 69.22%
Government funding
(income) per passenger
- Year 2005 $53 $45 $61 $52 $55 $44 $62
- Year 2025 $(58) $(71) $(40) 5(58) (55} $(73) $(38}

{1) (i)pera{ing Revenues increase by 10% and Operating Costs decrease by 10%.
{2) Operating Revenues decrease by 10% and Operating Costs increase by 10%.

9.5.2 Variations to Other Assumptions

The foliowing table shows the impact on key financial ratios of changes to assumptions underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 209%;
. Project Construction cost savings of 20%;
. A reduction in the length of the Construction Pericd from seven o six years; and
. A reduction in the interest rate on the Equipment and Technology Notes from 11.5% to
10.5%.
o o Reduction in L
20% Cost 20% Cost Construction Reduction in
Overrun Savings Peri | inlerest Rale
eriod
Internal Rate of Return
- Public sector (with taxes) 5.25% B.12% 8.09% 8.81%
- Private sector 11.78% 12.42% 12.45% 12.23%
Debt Service ratio (Year 2005) 1.48 2.14 1.83 1.88
Debt to equity ratio (Year 2005) 3.40 2.27 2.82 2.81
Net Operating Revenue margin
- Year 2005 62.57% 62.99% 62.85% 62.78%
- Year 2025 73.44% 73.41% 73.42% 73.42%
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o a : Reduction in .
Ciemn | Savings | Comstucton | (R
Period
Government funding (income) per
‘passenger '
- Year 2005 : $69 $37 $49 351
- Year 2025 $(48) $(64) $(58) $(58)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebiedness
taken as a whole.

1% reduction in all Base Case 1% increase in ali
interest rales Financing Plan inlerest rales

Internal Rate of Return
- Public sector (with taxes) 7.97% 6.65% - 5.41%
- Private sector 12.20% 12.15% 12.08%
Debt Service ratio (Year 2005) 1.89 1.75 1.683
Debt to equity ratio (Year 2025) 2.93 2.82 2.71
Government funding {income per
passenger)
- Year 2005 $44 $53 $63
- Year 2025 $(60) $(56) $(52;

In order to appreciate the sensitivity of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the “optimistic”
analysis, revenues are increased by 10%, the Construction Period has been reduced by one year
and Construction costs are reduced by 20%. In the "pessimistic" analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The results of these analyses are summarized and compared to the Base Case
Financing Plan in the following table.

Pessimistic Base Case Oplimistic
Analysis"” Financing Plan Analysis®
Public-private parinership
Public sector (with taxes) 2.01% 8.65% 11.45%
Private sector | 10.12% 12.15% 13.49%
Wholly publie 5.74% 7.86% 9.53%

(1} Operating revenues decrease by 10%, one year added to Construction Period and 20% Construction cost overrun.
(2} Operating revenues increase by 10%, one year reduction to Construction Period and 20% Construction cost savings.
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g.6 Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario €, and taking into account the
satisfactory Debt Service coverage, we believe that the projected financial results would be
sufficiently attractive to induce investors from the private sector to invest risk capital in the Project, in
particular since the 12.15% Internal Rate of Return for the private sector provides a reasonabie
spread over private sector financing costs, even given the high risks associated with the HSR

Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as to
reduce the private sector's Internal Rate of Return from 12.15% to the 12% threshold, the public
sector's Internal Rate of Return would increase from 6.65% to 7.19%.
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10. Scenario 7: Montreal-Ottawa-Toronto 300 kph (Dorval - no Connect Afr,
no Pearson)

10.1 Project Cost and Financing Risk

Constant 1993 dollars Inflated doliars with
without capitalized interast capitalized interest
{millions $) % (millions $) %
Project Cost $5,327 100% $9,411 100%
Base Case Financing Plan- '
Public sector risk
Direct government interest subsidy $2,351 25.0%
Private sector loans supported by
government guarantee 4,299 45.6%
Equity : 71.5 0.8%
6,722 71.4%
Private sector risk
Project finance debt 1,841 20.6%
Convertible debentures 677 7.2%
Equity 71.5 0.8%
2,689 28.6%
Total $9,411 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 28.6% of total Project
costs, or $2,689 miliion. Tahle 15 provides a breakdown of scurces and uses of cash in both
constant and inflated dollars. If the Debt Service ratio was increased to 2.0 o 1, the amount of “at
risk" private sector financing available would decline to 25.8% of total Project costs, or

$2,436 million.




High Speed Rail Project

Quebec City-Windsor Gorridor

Financial Analysis Final Report

February 24, 1985

10.2 Results of Operations

2005 2025
Constant Inflated Constant Inflated
dollars dollars “dollars doliars
| ~ (in millions)
Operating Revenues $487 $695 $847 $2,180
Operating Costs (189) (265) - (232) (583)
Net Operating Revenues $298 $430 $615 $1,507
% of Operating Revenues 61.2% 61.9% 72.6% 73.3%

Table 16 provides a graphical presentation of Net Operating Revenues and Debt Service costs for the

first 20 years of operations.

10.3 Distribution of Cash Flow

2005 2025
Constant inflated Constant inflated
dollars dollars dollars doliars
(in millions)
Publie seclor
Intake-
Taxes $11 $16 $116 $298
Dividends 10 14 11 27
Lease of Infrastructure and Civil
Works 48 - 66 281 724
67 96 408 1,041
Outtlow-
infrastructure and Civil Works
interest subsidy (285) {407) (158) (407}
Net intake {(outflow) $(218) $(311) $250 $642
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20605 2025
Constant Inflated Constant inflated
dollars dollars doilars doliars
(in millions)
Private sector
Intake (on funds at risk}- .
Debt service on Equipment and
Technology Notes 17 $246 $- &
Interest on subordinate convertible
debentures 43 61 - -
Cividends 10 14 128 185
Total $224 $321 $128 $185

As shown on the above tables, and also in Table 16, in the initial years, cash flow is directed, in first
priority, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments to the Public
Financing Entity.

The accumulated contribution of the public sector (in inflated dollars) up to the first year during
which a break-even in cash-flow to the public sector is achieved (i.e. 2016) amounts to
$4,593 miltion including tax revenues and $5,769 million excluding tax revenues.

A detailed summary of annual contributions, net of intakes, by the public sector is presenied as part
of Appendix 8.

10.4 Return on Investment

Scenario 7 yields the following Internal Rate of Return,*” depending on the ownership option:

Private-public*

Wholly public

fncluding tax revenues Without taxes

Public sector ' 8.18% 7.13% 3.59%
Private sector** n/a 12.34% 12.34%
* Base Case Financing Flan.
xx Equity and Cenvertible Subordinated Debenturas only,

©® The Internal Rates of Return have been calculated on the basis of the projections set out in Appendix 8
using the methodoiogy detailed in Appendix 1.
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For Scenario 7, the public sector's highest return would be generated under the wholly public

- ownership option. The public sector's Internal Rate of Return is lower under the public-private

ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's Internal Rate of Return declines.

In respect of the private sector, we believe that the projected [nternal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 12.34%.
This is above the 12% threshold raie that we believe would be required to induce the private sector
to commit risk equity capital to the-Project (as distingt from risk debt).®" Private sector equity
sponsors would therefore be attracted by the Base Case Financing Plan because it Would enable
them to cbtain a satisfactory rate of return from the Project cash flows.

To test this hypothesis, we modified the public-private payout sharing formula in the Base Case
Financing Plan so as 1o decrease the private sector's Internal Rate of Return from 12.34% to the 12%
threshold. This Modified Base Case Financing Plan reduces the return to the private sector {i.e. to
12%) but causes the projected Internal Rate of Return to the public sector to increase from 7.13% 1o

8.27%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Froject will have a
Terminal Value at the end of the financial projection period in 2035, at which date all Project
indebtedness will have been repaid.

In order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk that (i) parts of the Proiect will, for
a variety of possibie reasons, be rendered technologically or competitively obsolete at some future
date, and (ii) that private sector investors and lenders will heavily discount the Terminal Value,
regardless of its validity, since it is so far out in the fufure; hence investors and lenders wiil reduce
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is nol
intended in any way to call into question the adequacy of the ongoing maintenance and capiial
replacement programs that are already built into the financial projections over the Operating Period.
Uniike our estimates of Replacement Cost, such maintenance and capital replacement programs ars
supporied by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believe to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 65% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of internal Rates of Return, public sector analysts with a lenger erm vision
may see merit in attributing a lower Replacement Cost to the calculation of Terminal Value.

The Terminal Value estimated for this Project has a reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the Internal F%ate of
Return by excluding completely the Terminal Value from the calculation {i.e. a more "pessimistic

case} and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the

©Y The 12% threshold rate has been arrived at by censideration of the private sector's costs of financing,
given the identified Project risk. The rate is expressed as an after-tax percentage (taxes at 40%).
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original cost of Project assets, inflated to the year 2035 (i.e. a more "oplimistic" case). The results
are summarized in the folfowing table.

2035 Replacement
Cost reduced to
32.5% of inflated

original cost
{"Cptimistic)

Nil Terminal Value
in 2035
{"Pessimistic")

Base Case
Financing Plan

Public-private partnership

Public sector {with taxes) 5,13% 7.13% 7.68%
Private sector 11.84% 12.34% 12.62%
Wholly public 7.30% 8.18% 8.54%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has &
negative impact ranging from 0.50% to 2.00%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.28% to 0.55%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 7 would be
as follows:

8% discount rate - 9% discount rate 10% discount rate
Including Without Including Without Including Without
tax taxes tax taxes tax faxes

revenues revenues revenues
Pre-construction Period $66 $66 $66 266 365 $65
Construction Period 1,257 1,257 1,167 1,167 1,085 1,085
Operating Period {to 2025) 353 831 349 737 337 652

$1,676 $2,154 $1,582 $1,870 $1,487 $1,802

It shouid be noted that the above discount rates do not include a risk premium. Rather, they are
based upon long-term government borrowing costs (i.e. cost of capital).

Details supporting the above Scenario 7 calculations are provided in Appendix 8.

10.5 Other Sensitivity Analyses

10.5.1 Operating Revenues and Costs

The foliowing table shows how key financial ratios from the Base Case Financing Plén compare to

results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Operating Costs:
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Operating Revenues Operating Costs Combined
Financing
Base Case 10% 10% 10% 10% Optimistic | Pessimisiic
increase decrease decrease increase (1) (2}
Internal Rate of Return
- Public sector (with taxes) 7.13% 8.45% 5.27% 7.31% 6.86% 8.65% 5.06%
- Private sector 12.34% 13.14% 11.20% 12.43% 12.22% 13.23% 11.06%
Debt Service ratio
(Year 20058) 1.75 2.05 1.44 1.78 1.70 2.09 1.40
Debt to eqguity ratio _
(Year 2005) 2.83 2.80 2.90 2.84 2.84 2.80 2.81
Net Operating Revenue
margin
- Year 2005 61,91% 65.59% 57.37% 63.37% 60.46% 66.90% 55.74%
- Year 2025 73.28% 75.77% 70.19% 74.30% 72.26% 76.69% 62 .05%
Government funding
(income) per passenger
- Year 2005 $49 $40 338 $48 $50 39 $57
- Year 2025 $(58) $(73) $(42) $(59) ${56) $(74) ${40}

(1) Operating Revenues increase by 10% and Operating Costs decrease by 10%.
(2) Operating Revenues decrease by 10% and Operating Costs increase by 10%.

10.5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes to assumptions underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 20%;
. Project Construction cost savings of 20%;
. A reduction in the length of the Construction Period from seven to six years; and
. A reduction in the interest rate on the Equipment and Technelogy Notes from 11.5% to
10.5%.
20% Cosl 20% Cost Egg:ﬁ:i: ;: Reduciion in
Overrun Savings Period Interest Rale
Internal Rate of Return
- Public sector (with taxes) 5.80% 8.56% 8.61% 7.30%
- Private sector 11.97% 12.59% 12.61% 12.42%
Debt Service ratio (Year 2005) . 1.48 213 1.83 1.89
Debt to equity ratio (Year 2005) 3.42 2.30 2.83 2.83

Net Operating Revenue margin
- Year 2005 61.71% 62.12% 61,98% 61.91%
- Year 2025 73.29% 73.26% 73.27% 73.27%
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20% Cost 20% Cost | heduction in | * b o etion in
Overrun Savings Construction Interest Rale
Period

Government funding (income) per

passenger '

- Year 2005 $63 $33 %45 $47

- Year 2025 §(50) $(66) $(60) $(58)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensilivity analyses on all of the Project's indebtedness
taken as a whole.

1% reduction in ali Base Case 1% increase in ail
interest rates Financing Plan interest rates

Internal Rate of Return
- Public sector (with taxes) 8.41% 7.13% 5.94%
- Private sector 12.36% 12.34% 12.28%
Debt Service ratic (Year 2005) 1.89 1.75 1.62
Debt 1o equity ratio {Year 2025) 2.96 2.83 2.73
Government funding (income per
passenger)
- Year 2005 $40 $49 358
- Year 2025 $(62) $(58) (54}

In order to appreciate the sensitivity of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensitivity" analysis by
concufrently varying revenues, the Construction Period and Construction costs. In the "optimistic®
analysis, revenues are increased by 10%, the Construction Period has been reduced by one year
and Construction costs are reduced by 20%. In the "pessimistic* analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The resuits of these analyses are summarized and compared to the Base Cass
Financing Plan in the following table,

Pessimistic Base Case Optimistic
Analysis™ Financing Plan Analysis®
Public-private partnership
Public sector {with taxes) 2.67% 7.13% 11.97%
Private sector 10.34% 12.34% 13.62%
Wholly public 6.16% 8.18% 8.82%

(1} Operating revenues decrease by 10%, one year added to Censtruction Period and 20% Construction cost overrun.
(2) Operating revenues increase by 10%, one year reduction to Censtruction Period and 20% Construction cost savings.
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10.6 Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario 7, and taking intc account the
satisfactory Debt Service coverage, we believe that the projected financial resuits would be
sufficiently atiractive to induce investors from the private sector to invest risk capital in the Project,
particular since the 12.34% Internal Rate of Return for the private sector provides a reasonable
spread over private sector financing costs, even given the high risks associated with the H3R

Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Plan so as o
decrease the private sector's Internal Rate of Return from 12.34% to the 12% threshold, the public
sector's Internal Rate of Return would increase from 7.13% 1o 8.27%.
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11. Scenario 8: Quebec City-Toro'nto 300 kph (Mirabel)

11.1 Project Cost and Financing Risk

Constant 1993 dollars Inflated dellars with
- without capitalized interest capitalized interest
] (millions $) % {(millions §) %
Project Cost ' | $7,99 100% | $14,018 100%
Base Case Financing Plan-
Publie sector risk
Direct government interest subsidy $3,403 24.4%
Private sector loans supported by
government guarantee ’ 6,855 48.89%
Equity 108.5 0.7% |
10,367 74.0%
Private sector risk
Project finance debt . - 2,517 18.0%
Convertible debentures ) 1,026 7.3%
Equity 108.5 0.7%
3,651 26.0%
Total $14,018 100%

Using a 1.75 to 1 Debt Service coverage ratio, the maximum amount of construction and financing
risk that could realistically be assumed solely by the private sector would be 26.0% of total Project
costs, or $3,651 million. Table 17 provides a breakdown of sources and uses of cash in both
constant and inflated dollars. If the Debt Service ratio was increased to 2.0 to 1, the amount of "at
risk" private sector financing available would decline to 23.7% of total Project costs, or

$3,321 million.
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‘i 1.2 Results of Operations

2005 2025
Constant Inflated Constani Inflated
doliars dollars dollars dollars
(in milliens)

Operating Revenues $637 $908 - $1,089 $2,806
Operating Costs (255) (357) (312) (789)
Net Operating Revenues $382 $551 5777 $2,017
% of Operating Revenues 60.0% 60.7% 71.3% 71.9%

Table 18 provides a graphical presentation of Net Operating Revenues and Debt Service costs for the

first 20 years of operations.

11.3 Distribution of Cash Flow

2005 2025
" Constant Inflated Constant inflated
dollars dollars dollars doliars
(in millions)
Public sector
Intake-
Taxes $15 $22 5132 13339
Dividends 10 14 12 30
Lease of Infrastructure and Civil
Works 56 80 386 985
81 116 530 1,364

Outflow-
Infrastructure and Civil Works
interest subsidy (455) (649) (252) {649
Net intake {outflow) $(374) $(533) $278 $715
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2005 2028
Constant Inflated Constant Infialed
dollars doilars doHars dollars
{in millicns)

Private sector

Intake (on funds at risk)-

Debt servicé on Equiprﬁent and

Technology Notes $221 $315 $- $-

interest on subordinate convertible

debentures 64 92 -

Dividends 10 14 127 318

Total $295 $421 $127 $318

As shown on the above tables, and also in Table 18, in the initial years, cash flow is directed, in first
priority, to Debt Service in respect of the Equipment and Technology Notes. Once repaid, cash flow
to the public sector increases dramatically, principally through lease payments to the Public
Financing Entity.

The accumulated contribution of the public sector (in inflated dollars) up to the first year during
which a break-even in cash-flow to the public sector is achieved (i.e. 2018) amounts to
$8,002 million including tax revenues and $9,565 million excluding tax revenues.

A detailed summary of annual contributions, net of intakes, by the public sector is presented as part
of Appendix 9.

11.4 Return on Investment

Scenario 8 yields the following Internal Rate of Return,®? depending on the ownership option:

Private-public*
Wholly public -
Including tax revenues Without taxes
Public sector 6.80% 5.49% 1.83%
Private sector** n/a 11.04% 11.04%
* Base Case Financing Plan.
** Equity ard Convertible Subordinated Debentures cnly.

#2 The Internal Rates of Return have been caleulated on the basis of the projections set out in Appendix 9
using the methedelogy detailed in Appendix 1.
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For Scenario 8, the public sector's highest return would be generated under the wholly public
ownership option. The public sector's Internal Rate of Return is lower under the public-private
ownership option since the cost to the private sector of financing its share of the Project is higher
than equivalent public sector borrowing costs. Thus, in order for the Project to absorb the higher
private sector financing costs, the public sector's Internal Rate of Return declines.

In respect of the private sector, we believe that the projected Internal Rate of Return under the
public-private scenario (as reflected in the Base Case Financing Plan) would approximate 11.04%.
This is below the 12% threshold rate that we believe would be required to induce the private sector
to comimit risk equity capital to the Project (as distinct from risk debt).®® Private sector equity
sponsars would therefore seek to make modifications to the Base Case Financing Plan in arder to
obtain a greater share of the Project cash flows. Obviously, any such change would cause the pubiic
sector's Internal Rate of Heturn te drop even further.

To test this hypothesis, we modified the public-private payout sharing formula in the Rase Case
Financing Plan so as to increase the private sector's Internal Rate of Return from 11.04% fo the 12%
threshold. This Modified Base Case Financing Plan enhances the return to the private sector {i.e. to
12%) but causes the projected Internal Rate of Return to the pubiic sector to decrease from 5.48% to
only 2.52%.

All calculations of Internal Rate of Return in our Financial Analysis assume that the Project will have a
Terminal Value at the end of the financial projection period in 2035, at which date ail Project
indebtedness will have been repaid.

In order to estimate the Terminal Value, we have applied the capitalized earnings valuation approach,
thereby applying a capitalization factor to year 2035 earnings and deducting therefrom an estimate
of the Replacement Cost of Project assets at that time. It is important to note that our estimates of
Replacement Cost are not supported by engineering studies or any specific knowledge as to which
assets, if any, would be in need of replacement in the year 2035. Rather, the Replacement Cost
deduction attempts to provide a measurement of the financial risk that (i) parts of the Project wili, for
a variety of possible reasons, be rendered technologically or competitively obsolete at some future
date, and (ii) that private sector investors and lenders will heavily discount the Terminal Value,
regardless of its validity, since it is so far out in the future; hence investors and lenders will reducs
their valuations of Terminal Value. Thus the deduction of a Replacement Cost estimate is rat
intended in any way to call into question the adequacy of the ongoing maintenance and capital
replacement programs that are aiready built into the financial projections over the Operating Period.
Unlike our estimates of Replacement Cost, such maintenance and capital replacement programs are
supported by detailed engineering studies.

In the Base Case Financing Plan, we have therefore included what we believe to be a financially
conservative estimate of the Replacement Cost of Project assets, equivalent to approximately 5% of
their original cost, fully inflated through to the year 2035. While this may be appropriate for the
private sector's analysis of Internal Rates of Return, public sector analysts with a longer term vision
may see merit in atiributing a lower Replacement Cost te the calculation of Terminal Value.

The Terminal Value estimated for this Project has & reasonably important impact on the calculation of
the Internal Rate of Return. We have therefore conducted a sensitivity analysis on the internal Rate of
Return by excluding completely the Terminal Value from the calculation (i.e. a more "passimistic”

®% The 12% threshoid rate has been arrived at by consideration of the private sectar's costs of financing,
given the identified Project risk. The rate is expressed as an after-tax percentage (taxes at 40%).
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case) and by reducing the Replacement Cost of Project assets in the year 2035 to 32.5% of the
ariginal cost of Project assets, inflated to the year 2035 {i.e. a more "optimistic" case). The results
are summarized in the following table. '

2035 Replacement

Nil Terminal Value Base Case Cost redeced o

in 2035 Financing Plan 32.5% of inflated
{"Pessimistic") : original cost
("Optimistic™)

Public-private parinership

Public sector (with taxes) 3.38% ' 5.49% 6.29%
Private sector _ 10.61% 11.04% 11.40%
Whoily public 6.04% 8.80% 7.32%

The elimination of the Terminal Value from the calculation of the Internal Rate of Return has a
negative impact ranging from 0.43% to 2.11%. On the other hand, the limitation of the Replacement
Cost of Project assets in 2035 to 32.5% (versus 65%) of inflated original costs has a positive impact
on the Internal Rate of Return ranging from 0.30% to 0.80%.

On a net present value basis, we calculate that the public sector's net cost for Scenario 8 would be
as follows:

8% discount rate 9% discount rate 10% discount rate
'""i::“’g Without '““:::"’9 Without [”“{:g‘"g Withont

taxes taxes faxes

revenues revenues revenues

Pre-construction Pericd $100 $100 $100 $100 99 $05
Construction Pericd 1,817 1,817 1,687 1,687 1,568 1,568
Cperating Period {to 2025) 1,071 1,582 972 1,393 879 1,221
$2,988 $3,509 $2.759 $3,180 52,546 $2 888

It should be noted that the above discount rates do not include a risk premium, Rather, they are
based upon long-term government borrowing costs (i.e. cost of capital).

Details supporting the above Scenario 8 calculations are provided in Appendix 9.

11.5 Other Sensitivity Analyses

11.5.1 Operating Revenues and Costs

the following table shows how key financial ratios from the Base Case Financing Plan compare to

results generated from a 10% increase and a 10% decrease in each of the projected Operating
Revenues and Cperating Costs:
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Operating Revenues Opetating Costs Combined
Financing :
Base Case 10% 10% 10% 10% Optimistic Pessimistic
increase decrease decrease increase (1} {2}
Internal Rate of Return
- Public sector {with taxes) 5.49% 6.78% 3.44% 5.68% 5.30% £.96% 3.20%
- Private sector 11.04% 11.82% 9.94% 11.16% 16.92% 11.80% 8.79%
Debt Service ratio
(Year 2005) 1.75 2.05 1.44 1.79 1.70 210 1.40
Debt to equity ratic
(Year 2005) 2.77 2.74 2.83 2.17 2.78 2.74 2.84
Net Operating Revenue
margin
- Year 2005 60.63% 64.42% 55.93% 62.16% 59.10% 65,.80% 54.22%
- Year 2025 71.88% 74.51% |- 68.63% 72.95% 70.80% 75.48% 67.42%
Government funding
(income) per passenger
- Year 2005 362 554 $639 $61 $83 353 370
- Year 2025 $(49) ${64) $(33) ${51) $(47) $(68) 531}

(1} Operating Revenues increase by 10% and Operating Costs decrease by 10%.
(2} Operating Revenues decrease by 10% and Operating Costs increase by 10%.

11.5.2 Variations to Other Assumptions

The following table shows the impact on key financial ratios of changes 1o assumptions underlying
the Base Case Financing Plan, as follows:

. An overrun in Project Construction costs of 20%:
. Froject Construction cost savings of 20%,;
o A reduction in the length of the Construction Period from seven to six years; and
s A reduction in the interest rate on the Equipment and Technology Notes from 11.5% to
10.5%.
20% Cost 20% Cost | poouctf 10 | Regueion in
Overrun Savings Period Interest Rate
Internal Rate of Return
- Public sector (with taxes) 3.98% 7.05% 6.87% 5.63%
- Private sector 10.70% 11.31% 11.35% 11.13%
Debt Service ratio (Year 2005) 1.48 214 1.83 1.85
Debt to equity ratio (Year 2005) 3.37 2.22 2.77 2.76
Net Operating Revenue margin
- Year 2005 60.42% 60.83% 60.70% 60.63%
- Year 2025 : 71.90% 71.85% 71.87% 71.87%
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20% Cost 20% Cost geduclion_ in Reduclion i
. -onstruclion
Overrun Savings . Interest Rate
Period
Government funding (income) per
passenger
- Year 2005 $78 $45 $58 %61
- Year 2025 $(40) $(58) $(51) $(49)

We have also looked at the sensitivity of overall interest rates. By varying interest rates by 1% in
each direction, we can compute additional sensitivity analyses on all of the Project's indebtedness

taken as a whole.

1% reduction in all Base Case 1% increase in all
interest rales Financing Plan interest raies
Internal Rate of Return
- Public sector (with taxes) £.86% 5.49% 4.17%
- Private secfor 11.07% 11.04% 11.01%
Debt Service ratic (Year 2005) 1.89 1.75 1.62
Debt to equity ratio (Year 2025) 2.89 2.77 2.67
Government funding (income per
- passenger)
- Year 2005 $52 $62 $72
- Year 2025 $(54) 5(49) $(44)

In order to appreciate the sensitivity of the Internal Rate of Return to a combination of the three most
important variables affecting the HSR Project, we have conducted a "super sensifivity" analysis by
concurrently varying revenues, the Construction Period and Construction costs. In the "optimistic"
analysis, revenues are increased by 10%, the Construction Period has been reduced by cne year
and Construction costs are reduced by 20%. In the "pessimistic" analysis, revenues are decreased
by 10%, the Construction Period has been extended by one year and the Construction costs are
increased by 20%. The results of these analyses are summarized and compared to the Base Case

Financing Plan in the following table.

Pessimistic Base Case Optimistic
Analysis™ Financing Plan Analysis®
Public-private parinership
Public sector (with taxes) 0.49% 5.49% 10.22%
Private sector 9.04% 11.04% 12.29%
Wholly public 4.35% 6.80% 8.60%

(1) Operating revenues decrease by 10%, one year added to Construction Pericd and 20% Construction cost overrun.
{2) Operating revenues increase by 10%, one year reduction to Construction Period and 20% Construction cost savings.
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11.6 Conclusion

Based on our analysis of the Base Case Financing Plan for Scenario 8, and notwithstanding
satisfactory Debt Service coverage, we do not believe that the projected financial results would be
sufficiently attractive to induce investors from the private sector to invest risk capital in the Froject
since the 11.04% Internal Rate of Return for the private sector is too low relative to private sector
financing costs and the high risks associated with the HSR Project.

By adjusting the public-private payout sharing formula in the Base Case Financing Ptan so as o
increase the private sector's Internal Rate of Return from 11.04% 1o the 12% threshold {and thereby
render the Project financeable from a private sector standpoint), the public sector's Internal Rate of
Return would decline from 5.49% to 2.52%.
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12. Financial Analysis

12.1 Project Costs

Table 19 provides a comparative analysis of Project Costs.

in respect of the Quebec City-Windsor corridor, the 200 kph technology option (Scenario 2) provides
the lowest overall cost solution, being approximately 10% lower than the 300 kph technology options
{(Scenarios 1 and 3). Under the 300 kph technology scenarios, the Dorval routing (Scenario 3) is
slightly more costly than the Mirabel routing (Scenario 1).

fn respect of the Montreal-Ottawa-Toranto scenarios, the 300 kph technology option without Connect
Air and without a Pearson station (Scenario 7) provides the lowest cost solution, being approximatety
2% to 12% below the other options {Scenarios 4, 5 and 6). Under the 300 kph technology option, the
Dorval and Mirabel routings are of equal cost, with seme significant additional savings being
achieved by eliminating airport connectors in Montreal and Toronto and the FPearson station
(Scenario 7).

The Quebec City-Toronto scenario provides an intermediate cost solution, being approximately 21%
lower than the Quebec City-Windsor scenarios (Scenarios 1, 2 and 3} and approximately 40% higher
than the Montreal-Ottawa-Toronto scenarios {Scenarios 4, 3, 6 and 7).

12.2 Financing

Table 19 also provides a comparative analysis of financing opticns under the Base Case Financing
Plan.

We can see from the analysis that the highest percentage of private sector financing is achieved
under the 300 kph technology option for the Montreal-Ottawa-Toronto corridor (Scenarios 4, 6

and 7). Within this reduced corridor, private sector financing is maximized under the 3C0 kph Daorval
routing without Connect Air and without the Pearson station (Scenario 7).

The elimination of Montreal and Toronte airport connectors and the Pearson station {Scenaric 7)
significantly reduces the total public sector financing commitment.

Within the full Quebec City-Windsor corridor, again the 300 kph technology options (Scenarios 1
and 3) enable a higher percentage of private sector financing and, therefore, a lower percentage of
public sector financing. The Dorval routing (Scenario 3) is preferable to the Mirabel routing
{Scenario 1)}. .

The Quebec City-Toronto routing (Scenario 8) provides a marginally lower perceniage of private
sector financing than the Quebec City-Windsor via Dorval routing {Scenario 3) and, therefore, a
higher percentage of public sector financing. The financial results of Scenario 8 (via Mirabel, without
Connect Air and without a Pearson staticn) could likely be improved significantly by means of a
Dorval routing and by eliminating Connect Air and the Pearson station.
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12.3 Results of Operations

Table 20 provides comparative analyses of key operating data in respect of the eight scenarios under
the Base Case Financing Plan.

We have chosen to focus the comparative analysis on Internal Rate of Return for the public and
private sectors and public sector funding (income) per passenger. In addition, we present
comparative data in respect of the optimistic and pessimistic scenarios as set ocut in Sections 4
to 11 of this report,

The 300 kph technology oplion in the Montreal-Ottawa-Toronto corridor without Connect Air and
without a Pearson station (Scenaric 7) is superior to all other alternatives.

In both the full length and reduced length corridors, the 300 kph technology option produces
superior results to the 200 kph technology option.

The 300 kph Quebec City-Toronto (via Mirabel) option ranks slightly behind the 300 kph Quebec
City-Windsor (via Dorval) option. Although no specific modelling has been carried out, we are of the
view that the results of the Quebec City-Toronto scenario would be significantly superior were they to
be calculated on the basis of a Dorval routing.

12.4 Institutional Options

In Table 21, we have compared the various ownership options and, for the public-private and “whotly"
private options, expressed our views as to their viability and financeability. We caution that these
represent our views based on our assessment of current market conditions, which can and do
frequently change.

Wholly public- -

The highest returns for the public sector are achievabie under the wholly-public ownership option.®?
The returns are superior for 300 kph technology options (Scenarios 3, 4, 6, 7 and 8) and are
maximized in the Montreal-Ottawa-Toronte reduced corridor (Scenarios 4, 6 and 7). Dorval routing
(Scenarios 6 and 7) is superior to Mirabel routing (Scenario 4), and the exclusion of the Montreal
and Toronto airport connectors and the Pearson station (Scenario 7) gives a much enhanced result.

The 300 kph Quebec City-Toronto {via Mirabel) option ranks slightly behind the 300 kph Quebec
City-Windsor (via Dorval) option. Although no specific modelling has been carried out, we are of the
view that the results of the Quebec City-Toronto scenario would be significantly superior were they to
be calculated on the basis of a Dorval routing.

¥ This is because the private sector's cost of funds is higher, at least for this type of Project, than the
governments' cost of funds. Therefore, in virfually any scenario that involves the private sector taking
financing risks, the cost of funds differential, by deduction, must be absorbed by the public sector. This
does not mean that the private sector would be earning "excessive’ returns unless those returns were far
above the underlying cost of funds. This is clearly nat the case for this Project. Indeed, the Internal Rate of
Return, even under the most desirable scenario (i.e., Scenario 7) is a very modest 12.34%.
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Public-private partnership-

The Base Case Financing Plan is premised on a 1.75 to 1 debt service coverage ratio on private
sector project finance debt, with residual cash flow being remiited to the public sector, on account
of the lease of the Project infrastructure, and to the public and private sectors for their respec:t ve
equity and subordinate convertible debt invesiments.

In transportation infrastructure projects of this type, the private sector can be expected to establish a
"hurdle rate", which is defined as the minimum Internal Rate of Return that must be reached (based
on projections). If the "hurdie rate” is not met in the projections, the private sector simply will
abandon further consideration of the Project until further financial enhancements are offered (of
course by the public sector). This in turn reduces the public sector's Internal Rate of Return. This
“circular" scenario of positioning often leads to the project financing plan collapsing.

For purposes of our analysis set out in Table 21, we have considered 12.0% (after-tax} as the private
sector's "hurdle rate®. Since there has been no comparable project in Canada, let alone North
America, we cannat empirically test this rate. However, it is certainly not too high in the case of the
private sector.

Woe see that the 12.0% "hurdle rate" is achieved only under the Montreal-Ottawa-Toronto corrider, and
only for the 300 kph technology on the Dorval routing (Scenarios 8 and 7). The highest Internal Rate
of Return, both for the public and private sectors, is achieved in Scenario 7. We believe both
Scenarios 6 and 7 to be financially viable and financeable under the Base Case Financing Plan. All
other scenarios (Scenarios 1, 2, 3, 4, 5 and 8) are viable (in that they provide for positive cash
flows), but are uniikely to be financeable, unless further concessions are provided by the pubiic
sector to the private sector. It is possible that with Dorval routing and the elimination of Connect Air
and the Pearson station, a revised Quebec City-Toronto option would become both viable and
financeable under the Base Case Financing Plan.

Private sector option-
Any scenario which involves the private sector taking on the full construction risk is neither viable nor
wauld it be financeable within the private sector.

12.5 Net Present Value of Public Sector Contributions

In Table 22, we present summarized net present value calculations of the public sector's projected
net contributions to the Project under the Base Case Financing Plan for each of Scenarios 1 to 8.%7

In our calculations, we have included only those net costs that have been specifically projected in
our 31-year financial model {10-year Pre-construction and Construction Pericds plus the first
21 years of operation).®®

@ it should be appreciated that the Base Case Financing Plan is designed to maximize the private sector's
share of "at risk" financing. Accordingly, the public sector's cash costs are minimized under the Base Case
Financing Plan.

@9 For purposes of this analysis, we have not extrapolated the public sector's net intake of funds beyond
2025, nor have we incorporated any estimate of Terminal Value. In the Internal Rate of Return calculations
set out in Section 2.3 and in each of Sections 4 to 11, we have exirapolated the results of the HSR
operations through to the year 2035 and have also calculated an estimate of the Terminal Value of Project
assets at that time.
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As would be expected, the net present value calculations show that the public sector's lowest cost
during the Pre-construction and Construction Periods would be for the lower cost 200 kph
technology option {Scenario 5) and for the lower cost 300 kph technaology option (Scenarios 3, 7

and 8),

The net present value analyses also show, however, that the 300 kph technology options
(Scenarios 1, 3, 4, 6, 7 and 8) greatly outperform the 200 kph technology options (Scenarios 2
and 5} once operations commence. This is, of course, due to the projected superior passenger
volumes. :

Within the 300 kph technology options (Scenarios 1, 3, 4, 6, 7 and 8), the analysis shows the
superiority in operating results of the Dorval routing (Scenarios 3, 6 and 7). Again, this is due to
enhanced ridership when compared to the Mirabel routing (Scenarios 1, 4 and 8).

When we look at the net present value of the public sector's cost of the Project on a per passenger
basis, we clearly see that this percentage is lowest under the 300 kph Montreal-Ottawa-Toronto
scenarios {Scenarios 6 and 7). This, of course, is due to the superior projected operating results of
these scenarios. The exclusion of the Montreal and Toronto airport connectors and Pearson station
(Scenario 7) has a fairly significant positive effect on the HSR operating results.

The 300 kph Quebec City-Toronto (via Mirabel) option ranks slightly behind the 300 kph Quebec
City-Windsor (via Dorval) option. Although no specific modelling has been carried out, we are of the
view that the results of the Quebec City-Toronto scenario would be significantly superior were they to
be calculated cn the basis of a Dorval routing.
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13. Conclusions

On the basis of the scope of our work and on the financial analyses carried ouf, it is our opinion
that:

. The Project, taken as a whole, is of high financing risk for each party involved.

. A wholiy-owned private sector option is neither viable nor financeable as the private sector's
cost of funds would significantly exceed the HSR Project's financial returns, regardless of the
scenario envisaged.

. Public sector risk and financial suppoert would be minimized if construction, operating and
financing risks were to be shared with the private sector.

. A wholly-owned public sector oplion would provide the public sector with higher financial
returns than would public-private options. However, this would require the public sector to
underwrite 100% of all risks and construction costs.

. The returns on the Project are most sensitive to variations in Construction costs, the duration
of the Construction Pericd, Project revenues and to the Terminal Value of the Project, with
real interest rates also potentially playing a major factor.

. Regardless of the public-private scenario envisaged, government financial support for the
project will likely equal or exceed 70%.

. The 300 kph technology options- are clearly financially superior to the 200 kph technology
options. -

. Daorval routing is clearly financially superior to Mirabel routing.

. "~ The full Quebec City-Windsor corridor aption is financially inferior to the Montreal-Ottawa-

Toronto and the Quebec City-Toronto corridor options.

. Applying the Base Case Financing Plan public-private ownership structure (which is designed
to minimize the public sector participaticn in the financing and Construction risks), only the
300 kph Montreal-Ottawa-Toronto (via Dorval) options would be both viable and financeabie
from the private sector's perspective. It is quite possible that a 300 kph Quebec City-Toronto
{via Dorval} option would also be viable and financeable from the private sector's viewpoint.

. Acceptance of Construction and financing risks by the private sector is optimized on the
Maontreal-Ottawa-Torento corridor,

. The private sector will not be interested in underwriting the costs of Infrastructure and Civil
Works; its interest will lie almost exclusively in sharing construction and financing risks
relating to the Equipment and Technology.

* The private sector financial support for the Project could range from 22.5% to 29.0%
depending on the public-private scenario envisaged.

. It is expected that the public sector would more than fully recoup its investrment {(on an
undiscounted basis} within the first 35 years of operation.
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. By madifying the distribution of cash flows (as between the public and private sectors}, it is
possible to adjust the projected Internat Rates of Return for the private sector for any of the
scenarios envisaged to 12%. This would potentially enable each of the scenarios o be both
viable and financeable from the private sector's perspective, while still maintaining a public-
private parinership structure. However, such skewmg of cash distributions would weaken the
relationship between risk and return.

. If the income and capital tax revenues were to be excluded from the calculation of the
Internal Rates of Return for the public sector, it would affect the results in a negative way by
approximately 4% in each case.

. The Internal Rates of Return are very sensitive to changes in assumptions, as both the public
and private sector investors would share only in the Project's res&dual cash flows (after
payment of Project Debt Service).

Prie Wbderhas

Chartered Accountants and Financial Advisors
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Term

Definition

Base Case Financing
Plan

Refers to the public-private financing structure, for each scenario under
study, that maximizes the private sector's financial contribution to the HSR
Project, and minimizes the public sector's annual contribution as well as iis
overall financial risk and commitment o the Project. A Debt Service ratio of
1.75 to 1 has been built into the Financial Model commencing with the year
2005.

BNP . Banque Nationale de Paris
Canarail Canarail Inc.
CIGGT Canadian Institute of Guided Ground Transport, now Boon, Jones and

Associates, Inc. on behalf of Queen's University.

Construction and
Operations Company

Refers to the corporation, likely 50% owned by each of the public and
private sectors, which would own the Equipment and Technology, supervise
the Project construction, and operate the HSR system.

Construction Period

Refers to the period after completion of detailed feasibility studies and prior
to full operations. Normally, this would include the years 199{8] through
2004.

Construction Period
Interest Subsidy

Refers to government subsidy during the Construction Period designed to
cover interest costs on Infrastructure and Civil Works Notes and Equipment
and Technology Notes.

Debt Service

Aggregate of principal and interest payments on any given debt instrument.

Equipment and
Technology

Refers to power distribution system, signals, communications and rolling
stock.

Equipment and
Technolegy Notes

Refers to secured project finance debt raised by the Construction and
Operations Company.

Financial Analysis

Refers to the study commissioned by Transurb Inc.

Financial Model

Refers to proprietary software developed and owned by Price Waterhouse
relating to the Financial Analysis,

HSR

High-speed passenger rail

infrastructure and Civil
- Works

Refers to land, rights-of-way, earthworks and sub-grades, stations, bridges,
grade separations, maintenance facilities, other accommodations, track and
initial start-up items.

Infrastructure and Civil
Works Notes

Refers to 35-year debt raised by the Public Financing Entity principaily for
the Infrastructure and Civil Works costs. Repayment would be covered for a
government guaranteed Infrastructure and Civil Works Subsidy.

Infrastructure and Civil
Works Subsidy

Refers to a guaranteed subsidy from governments designed 1o fully repay
interest and principal on the Infrastructure and Civil Works Notes over a
35-year period.
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Term

Defirition

Internal Rate of Return

Refer to Annex 1 to this Appendix 1.

KPMG

Peat Marwick Thome or associated group.

Modified Base Case
Financing Plan

Refers to the public-private financing structure, for each scenario under
study, that fixes the private sector's Internal Rate of Return to 12% and fixes
the Debt Service Ratio to 1.75 to 1.

Net Operating Revenues

In the Operating Period, refers to the excess of all HSR revenues over
operating costs, excluding interest, taxes, depreciation and lease payments.

Operating Period

Refers to the Period of full operations commencing 2005.

Pre-construction Period

Refers to the period in which detailed feasibility studies are prepared prior
to Construction Period.

Project

Refers to project to develop high-speed passenger rait in the Quebec City-
Windsor corridor under a variety of technology and routing options.

Project Costs

Refers to the totality of pre-construction and construction costs incurred
during the Pre-construction and Construction Periods and designed to bring
any particular HSR scenario to its full operating status.

Project Manager

Transurb Inc. - LB.L - Monenco-Agra

Public Financing Entity

Refers to a corporation, likely owned by the crown, responsible for the
ownership and financing of the Infrastructure and Civit Works, and the
leasing thereof to the Construction and Operations Company.

Replacement Cost

Refer to Annex 1 to this Appendix 1.

SNC

SNC-Lavalin and Delcan

Terminal Value

Refer to Annex 1 to this Appendix 1.
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Internal Rate of Return Calculation

The Internal Rate of Return has been calculated on the basis of the detailed projections for each
scenario for the years 1995 to 2025. We have then extrapoiated the resuits through to the year 2035,
at which time we have calculated a Terminal Value of the HSR system,

Base Case Financing Plan Internal Rate of Return Calculations

{a) Public Sector
Outilows for the Public sector are made up of:

. Equity (50%);

. Capitalized interest during Construction on the Infrastructure and Civil Works Notes:

. Construction Period Interest Subsidy during construction on the Equipment and Technology
Notes;

. Infrastructure and Civil Works Subsidy over the years 2005 to 2035; and

° A portion (75%) of the hypothetical Replacement Cost of Project assets in the year 2035.

Inflows are made up of:

Dividends (public sector ownership share only);

Lease payments on lease of Infrastructure and Civil Works;
Taxes (capital and income); and

Terminal Value of Project to public sector.

L] L L] *

(b) Private Sector

Outflows for the private sector are made up of;
. Equity (50%); .-

. Convertible Unsecured Debentures; and

. A portion (25%) of the hypothetical Replacement Cost of Project assets in the year 2035.

Inflows for the private sector are made up of:

. Dividends (private sector share only);
. Interest on the Convertible Unsecured Debentures (net of tax); and

. Terminal Value of Project attributable to private sector (net of tax).

Wholly Public Internal Rate of Return Calculations

In the wholly public scenario, the public will assume all of the costs for the Infrastructure and Civil
Works, including inflation adjustments, and all of the costs for Equipment and Technology, inciuding
inflation adjustments. On the other hand, the public sector will receive all of the Project's operating
income, less depreciation. In the year 2035, the public sector will be responsible for the fuli
Replacement Cost and will also be entitled to the fuill Terminal Value,
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Terminal Value

The Terminal Value of each scenario is calculated as the excess of capitalized cash flows over
Replacement Cost.

(a) Base Case Financing Plan

Replacement Cost-

In order to calculate the Terminal Value, we have determined that there is a financial risk that in the
year 2035 a significant share of Project assets will need to be replaced because of technological or
competitive obsolescence. Purely for Financial Analysis purposes, we have conservatively estimated
the Replacement Cost at approximately 85% of original cost, inflated through to the year 2038 (i.e.
the replacement cost ranges from $15,000 million for Scenario 7 to $31,000 million for Scenario 3).

" This estimate is not supported by any detailed engineering studies and reflects risk from a financing

standpoint only.

The public sector wouid assume 75% of the aferenoted Replacement Cost, based on ithe relative
sharing of cash flow as between lease and dividend paymenis. The private sector wouid be
responsible for 25% of such Replacement Costs, or approximately $3,750 million for Scenario 7 and
$7,750 million for Scenario 3.

Capitalized Cash Flows-

The capitalized cash flow value in 2035 for the public sector represents the income far the year 2035
capitalized at a rate of 9%. The income stream includes lease payments and income and capital
taxes (public sector only}.

For the private sector, the capitalized cash flows consist only of dividends, capitalized at a rate of
7.5%, in the year 2035,

(b) Wholly Public

Replacement Cost-
The public sector would be responsible for the full Replacement Cost estimated at $15,000 million
for Scenario 7 and $31,000 million for Scenario 3.

Capitalized Cash Flows-
In the wholly public option, the capitalized cash flows are made up of the operating cash flows, plus
capital taxes, less depreciation. The amount for the year 2035 is then capitalized at a rate of 9%.
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Financial Projections - Scenario 1: Full Corridor 300 kph (via Mirabel)

1. Report on Financial Projections
2. Notes on Basis of Preparation

3. Projected Balance Sheet (Combined Public Financing Entity and Construction and Operating
Company) '

4. Projected Statement of Operations (Segregated as Between Construction and Operating Company
and Public Financing Entity

5. investment Returns (2005-2025)
6.  Capital Structure (2005 and 2025)
7. Public Sector Annual Contributions (Government Share of Capital Gost)

8.  Statistics and Financial Ratios



Chartered Accountants 1250 René-Lévesque Bivd. West (514) 838 ha00
35th Floor Telecopier (514) 938 3702
Montreal (Ouebec) H3B 2G4

Appendix 2

Price Waterhouse

October 24, 1994

Report on Financial Projection

To the Project Manager
Re: Scenario 1 - Full Corridor 360 kph (via Mirabel)

The accompanying financial projections of the HSR Project, consisting of projections of the
balance sheets and of the statement of operations, has been prepared using assumptions and
hypotheses provided by consultants engaged by the Project Manager. Our examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered

! Accountanis. We have no responsibility to update this report for events and circumstances
occurring after the date of our report.

In our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed by the aforenoted consuliants.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
.: we express no opinion as to whether the projections cauld be achieved. The projections have
2 been prepared in accordance with accounting policies deemed to be appropriate for a HSR
‘ Project.

Pn(ce MMM_

Chartered Accountants




Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principles
relating to measurement, presentation and disclosure of financiat projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
but are not necessarily the most probable set of industry, regulatory and economic conditions and
planned courses of action given these conditions and uses_of assumptions, hypotheses with an
effective date of September 30, 1994,

Significant Assumptions and Hypotheses

1. Inflation
Current dollars are inflated at a rate of 3%.

2. Interest on Infrastructure and Civil Works Noles
The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
plus 50 basis points.

3 interest on Equipment and Technology Notes

The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis points.

4. Interest on Convettible Subordinate Debentures

Interest on the convertible subordinate debentures is calculated at a basic rate of 8%
(government of Canada cost of 30-year funds plus 50 basis points) and a maximum raie of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subject to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Notes and
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertible
Subordinate Debentures exceeds the 9% base rate.

5. Interest Rate on Bank Indebtedness

Interest on short-term bank indebtedness and overdrafts is assumed to be chargeable at
9% per annum.

6. Repayment Period for the Infrastructure and Civil Works Hotes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instalments of

principal and interest over a 35-year period starting with the first year of full operations in
2005.
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Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years'-Digits method, such
that payments in later years are greater than those in earlier years.

Conversion of Convertitle Subordinate Debentures

The debentures are convertible at the holder's option, on a dollar-for-doftar basis, into
Share Capital.

Share Gapital
Share capital consists of common shares.
Lease Payments te Public Financing Entity

The Public Financing Entity is assumed to enter into an operating tease for the tental of the
Infrastructure and Civil Works to the Construction and Operating Company for a term of

35 years based on Project cash flows. Each annual lease payment is calcufated by
applying percentage of the initial Infrastructure and Civil Works Notes principal amount as a
function of total long-term liabilities to 80% of Project cash flow, after deducting Dabt
Service on the Equipment and Technology Notes, interest on bank debt and base interest
on convertible subordinate debentures.

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments io the
Public Financing Entity and excess interest an the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, affer deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The applicable percentage is a iunction of the par
value of share capital as it relates to total long-term liabilities (Equipment and Technology
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital.

Fixed Assets and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Period Interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

infrastructure and Civil Works are recorded at cost, net of the Construction Period interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

Income Taxes, Gapilal Taxes and Large Corporafions Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for large
corporations taxes and 0.4% for provincial capital taxes.

The Infrastructure and Civil Works Notes do not give rise to capital or large corporations
texes as they are obligations of the Public Sector Financing Company.



14.

Other Assumptions and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, 1B, CIGGT, Canarail and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. 1t is essential for the reader to have a detailed
understanding of such reparts and assumptions in order to understand the projections.
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Fimal 300 Composite via Mirabel) Quebec—Windsor Corridor
Statistics and fmancial mtios
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Appendix 3

Price Waterhiouse

i ) October 24, 1994
Report on Financial Projection

To the Project Manager
Re: Scenario 2 - Full Corridor 200 kph (via Dorval)

The accompanying financial projections of the HSR Project, consisting of projections of the
balance sheets and of the statement of operations, has been prepared using assumptions and
hypotheses provided by consultants engaged by the Project Manager. Qur examinaticn was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered
Accountants. We have no responsibility to update this report for events and circumstances
occurring after the date of our report.

In our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed.by the aforenoted consuitants. :

Since this projection is based on assumptions and on hypotheses regarding fulure events, actual
resuits would vary from the information presented and the variations may be material, Accordingly,
Wwe express no opinion as to whether the projections could be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for a HSR
Project.

Pnie Wadehacse

Chartered Accountants




Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principles
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
but are not necessarily the most probable set of industry, regulatory and economic conditions and

‘planned courses of action given these conditions and uses of assumptions, hypotheses with an

effective date of September 30, 1994.

Significant Assumptions and Hypotheses

1

Inflation
Current dollars are inflated at a rate of 3%.
Interest on Infrastructure and Civil Works Notes

The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% Der annum,
pius 50 basis points,

Interest on Equipment and Technology Notes

The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis points.

Interest on Convertible Subordinate Debentures

[nterest on the convertible subordinate debentures is calculated at a basic rate of 9%
{government of Canada caost of 30-year funds plus 50 basis points) and a maximum rate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subject to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Notes anc
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertible
Subordinate Debentures exceeds the 9% base rate.

Interes! Rate on Bank Indebtedness

interest on short-term bank indebtedness and overdrafts is assumed to be chargeable at
8% per annum.

Repayment Period for the Infrastructure and Civil Works Notes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instaiments of

principal and interest over a 35-year period starting with the first year of full operations in
2005,



1. Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years'-Digits method, such
that payments in later years are greater than those in earlier years.

8. Conversion of Convertible Subordinate Debentures

The debentures are convertible at the holder's option, on a doliar-for-dollar basis, into
Share Capital.

8, Share Capital

s

Share capital consists of common shares.
10.  lease Paymenis to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
infrastructure and Civil Works to the Construction and Operating Company for a term of
35 years based on Project cash flows. Each annual lease payment is calculated by
applying percentage of the initial Infrastructure and Civil Works Notes principal amcunt as a
function of total long-term liabilities to 80% of Project cash flow, after deducting Dabt
Service on the Equipment and Technology Notes, interest on bank debt and base interest
on convertible subordinate debentures.

11. Dividends

Dividends are paid to the shareholders on a:pari passu basis with lease payments to the

: Public Financing Entity and excess interest on the Caonvertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The applicable percentage is a function of the par
value of share capital as it refates to total long-term liabilities (Equipment and Technology
Notes and Guaranteed Infrastructure and Civil Warks Notes) and share capital.

12.  Fixed Assels and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Period interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

Infrastructure and Civil Works are recorded at cost, net of the Construction Period Interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annurm.

13.  Income Taxes, Capital Taxes and Large Corporations Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for large
corporations taxes and 0.4% for provincial capital taxes. :

The Infrastructure and Civil Works Notes do not give rise to capital or large corporations
taxes as they are obiigations of the Public Sector Financing Company.



14.

Other Assumplions and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, [Bl, CIGGT, Canarait and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.
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Quebec—Onlaric High Speed Rall Project

200 Kph Composile {ia Donal) Queboc—Windsor Corridor
Statistics and fimancial ratios

{inmilllons of Infated dollars)

[Stalistics and general infommaton
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Appendix 4
r .
B Price Waterhouse
gz
c\ Octlober 24, 1994
Report on Financial Projection
'-;
[ To the Project Manager
o Re: Scenario 3 - Full Corridor 300 kph (via Dorval)
] The accompanying financial projections of the HSR Project, consisting of projections of the

balance sheets and of the statement of operations, has been prepared using assumptions and
hypotheses provided by consultants engaged by the Project Manager. Our examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered
Accountants. We have no respoensibility to update this report for events and circumstances
occurring after the date of our report.

euEREE LT

e

In our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed by the aforenoted consultants.

bk |

i e

._5‘.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
we express no opinion as to whether the projections couid be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for a HSR
Project.

brie Waerhacas.

Chartered Accountants
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Note on Basis-of Preparation

The projections were prepared in accordance with genérally accepted accounting principles
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are censistent with the purpose of the information
but are not necessarily the most probable set of indusiry, regulatory and economic conditions and
planned courses of action given these conditions and uses of assumptions, hypotheses with an
effective date of September 30, 1994,

Significant Assumptions and Hypotheses

1.

Inflation
Current dollars are inflated at a rate of 3%.
interest on Infrastructure and Civil Works Notes

The interest rate used for the [nfrastructure and Civil Works Notes is based on g
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
plus 50 basis points.

Interest on Equipment and Technology Notes

The interest rate used for the Equipment and Technology Notes is based on UBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis points.

Interest on Convertible Subordinate Debentures

interest on the convertible suberdinate debentures is calculated at a basic rate of 9%
(government of Canada cost of 30-year funds plus 50 basis points) and a maximum rate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subject {o the
Project's cash flow, after deducting Debt Service on Equipment and Technology MNotes and
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertible
Subordinate Debentures exceeds the 9% base rate.

Interest Rate on Bank Indebtedness

interest on short-term bank indebtedness and overdrafts is assumed to be chargeable at
9% per annum,

Repayment Period for the Infrastructure and Civil Works Notes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instaiments of

principal and interest over a 35-year period starting with the first year of full operations in
2005,



10.

11.

12,

13.

Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years-Digits method, such
that payments in later years are greater than those in earlier years.

Conversion of Convertible Subordinate Debentures

The debentures are convert[ble at the holder's option, on a dollar-for-deilar basis, into

- Share Capital.

Share Capital
Share capital consists of common shares.
Lease Payments to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
Infrastructure and Civil Works to the Construction and Operating Company for a term of

35 years based on Project cash flows. Each annual lease payment is calculated by
applying percentage of the initial Infrastructure and Civil Works Notes principal amount as a
function of total long-term liabilities to 80% of Project cash flow, after deducting Debt
Service on the Equipment and Technology Notes, interest on bank debt and base interest
on convertible subordinate debentures.

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments 1o the
Public Financing Entity and excess interest on the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The appiicable percentage is a function of the par
value of share capital as it relates to total long-term fabilities (Equipment and Technalogy
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital. -

foed Assets and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Period Interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

Infrastructure and Civil Works are recorded at cost, net of the Construction Period Interest

" Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

Income Taxes, Capilal Taxes and Large Corporations Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0:2% for large
corporations taxes and 0.4% for provincial capital taxes.

The Infrastructure and Civil Works Notes do not give fise to capital or large corporations
taxes as they are obligations of the Public Sector Financing Company.
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Other Assumptions and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, 1Bl, CIGGT, Canarail and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.
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Qdebec-Ontario High Speed Rail Project l

Full Corridor 300 Kph (via Dorval)
Investment Returns - 2005-2025
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Capital Structure

Quebec-Ontario High Speed Rail' Project
Full Corridor 300 kph (via Dorval)
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Price Waterhouse

Cctober 24, 1994
Report on Financial Projection

To the Project Manager
Re; Scenario 4 - Montreal-Ottawa-Toronto 300 kph (via Mirabel)

The accompanying financial projections of the HSR Project, consisting of projections of the
balance sheets and of the stalement of operations, has been prepared using assumptions and
hypotheses provided by consultanis engaged by the Project Manager. Our examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered
Accountants. We have no responsibility to update this report for events and circumstances
occurring after the date of our report.

In our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed by the aforenoted consultants.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
we express no opinion as to whether the projections could be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for & HSR
Project.

| p hee WMM

Chartered Accountants
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Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principles
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
hut are not necessarily the most probable set of industry, regulatory and economic conditions and
planned courses of action given these conditions and uses of assumptions, hypotheses with an
effective date of September 30, 1994,

Significant Assumptions and Hypotheses
1. Inflaficn

Current dollars are inflated at a rate of 3%.
2 Interest on Infrastructure and Civil Werks Notes

The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
pius 50 basis points,

3 Interest on Equipment and Technology Noles

The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis paints.

4, Interest on Convertibie Subordinate Debentures

[nterest on the convertible subordinate debentures is calculated at a basic rate of 9%
(government of Canada cost of 30-year funds plus 50 basis poinis) and a maximum rate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subject to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Neotes and
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertibie
Subordinate Debentures exceeds the 9% base rate.

5. Interest Rate on Bank Indebledness

Interest on short-term bank indebtedness and overdrafts is assumed 1o be chargeable at
9% per annum.

6. Repayment Period for the Infrastructure and Civil Works Noles
The Infrastructure and Civil Works Notes are repaid by way of equal annual instalments of

principal and interest over a 35-year period starting with the first year of full cperations in
2005,
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11.

12,

13.

Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years™-Digits method, such
that payments in later years are greater than those in earlier years,

Conversion of Convertible Subordinate Debentures

The debentures are convertible at the holder's option, on a dollar-for-dollar basis, intc
Share Capital. '

Share Capilal
Share capital consists of common shares.
Lease Payments to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
Infrastructure and Civil Works to the Construction and Operating Company for & term of

35 years based on Project cash flows. Each annual lease payment is calculaied by
applying percentage of the initial Infrastructure and Civil Works Notes principal amount as a
function of total long-term liabilities to 80% of Project cash flow, after deducting Debt
Service on the Equipment and Technology Notes, interest on bank debt and base interest
on convertible subordinate debentures,

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments to the
Public Financing Entity and excess interest on the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying &
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The applicable percentage is & function of the par
value of share capital as it relates to total long-term liabilities (Equipment and Technology
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital.

Fixed Assels and Deprecialiuﬁ

Equipment and Technology are recorded at cost, net of the Construction Period Interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

infrastructure and Civil Works are recorded at cost, net of the Construction Period interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

income Taxes, Capital Taxes and Large Corporalions Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for large
corporations taxes and 0.4% for provincial capital taxes.

The Infrastructure and Civil Works Notes do not give rise to capital or large corporalions
taxes as they are obligations of the Public Sector Financing Company.
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Other Assumptions and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, 1Bl, CIGGT, Canarail and KPMG are incarporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.



Quebec-Ontario High Speed Rail Project

Montreal-Ottawa-Toronto 300 Kph (via Mirabel)
Investment Returns - 2005-2025
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Quebec-Ontario High Speed Rail Project |

Montreal-Ottawa-Toronto 300 kph (via Mirabel)
| Capital Structure .
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Price Waterhouse

October 24, 1994

Report on Financial Projection

i To the Project Manager
Re: Scenario 5 - Montreal-Ottawa-Toranto 200 kph (via Dorval)

(B
! The accompanying financial projections of the HSR Project, consisting of projections of the
‘ balance sheets and of the statement of operations, has been prepared using assumptions and
; hypotheses provided by consultants engaged by the Project Manager. Our examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered
Accountants. We have no responsibility to update this report for events and circumstances
odcurring after the date of our report. :

s
HT

In our opinion, as at the date of this report, the assumptions and hypotheses thaz we have used
are consistent with those developed by the aforencted consultants.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
we express no opinion as to whether the projections could be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for a HSR
Project.

! P/m hberhacae

Chartered Accountants

HOH TRy

O



Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principies
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
but are not necessarily the most probable set of industry, regulatory and economic conditions and
planned courses of action given these conditions and uses of assumptions, hypotheses with an
effective date of September 30, 1994,

Significant Assumptions and Hypotheses
1. Inflation

Current dollars are inflated at a rate of 3%.
2. Interest on Infrastructure and Civil Works Noles

The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
plus 50 basis points.

3. interest on Equipment and Technology Notes

The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis points.

4, Interest on Convertible Subordinate Debenlures

Interest on the convertible subordinate debentures is calculated at a basic rate of 9%
(government of Canada cost of 30-year funds plus 50 basis points) and a maximum rate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subjest to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Notes and
interest on short- term bank indebtedness,

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertible
Subordinate Debentures exceeds the 9% base rate.

5. Interest Rate on Bank Indebtedness

Interest on short-term bank indebtedness and overdrafts is assumed to be chargeable at
9% per annum. : '

6. - Repayment Period for the Infrastructure and Civit Works Notes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instaiments of

principal and interest over a 35-year period starting with the first year of full operations in
2008,



10.

il.

12.

13.

Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year petiod beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years'-Digits method, such
that payments in later years are greater than those in earlier years.

Conversien of Gonverfible Subordinate Dehen!ures

The debentures are convertible at the holder's option, on a dollar-for-dollar basis, into
Share Capital.

Share Capital
Share capital consists of common shares,
Lease Paymenis to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
Infrastructure and Civil Works to the Construction and Operating Company for a term of

35 years based on Project cash flows. Each annual lease payment is calculated by
applying percentage of the initial Infrastructure and Civil Works Notes principal amount as &
function of total long-term liabilities to 80% of Project cash flow, after deducting Debt
Service on the Equipment and Technology Notes; interest on bank debt and base interest
on convertible subordinate debentures.

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments o the
Public Financing Entity and excess interest on the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The applicable percentage is a function of the par
value of share capital as it relates fo {otal long-term liabilities {Equipment and Technology
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital.

Fixed Assets and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Period interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

Infrastructure and Civil Works are recorded at cost, net of the Construction Period Interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

Income Taxes, Capilal Taxes and Large Corporations Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for large
corporations taxes and 0.4% for provincial capital faxes. -

The Infrastructure and Civit Works Notes do not give rise to capital or large carporations
taxes as they are obligations of the Public Sector Financing Company.
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Other Assumptions and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, IBI, CIGGT, Canarail and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.
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October 24, 1994

Report on Financial Projection

i

To the Project Manager

Re: Scenario 6 - Montreal-Ottawa-Toronto 300 kph (via Dorval)

= The accompanying financial projections of the HSR Project, consisting of projections of the
balance sheets and of the statement of operations, has been prepared using assumpfions and
hypotheses provided by consultanis engaged by the Project Manager, Qur examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered
Accountants. We have no responsibility to update this report for events and circumstances
o®cutring after the date of our report.

In our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed by the aforenoted consultants.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
we express no opinion as to whether the projections could be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for a HSR
Project,

Drce Wakerhacae

Chartered Accountants




Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principles
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
but are not necessarily the most probable set of industry, regulatory and economic conditions and
planned courses of action given these conditions and uses of assumptions, hypotheses with an
effective date of September 30, 1934, :

Significant Assumptions and Hypotheses

1.

e

Intiation
Current dollars are inflated at a rate of 3%.
Interest on Infrastructure and Civil Works Notes

The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
plus 50 basis points.

Interest an Equipment and Technology Notes

-

The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis points.

Interest on Converlible Subordinate Debentures

Interest on the convertible subordinate debentures is calculated at a basic rate of 9%
(government of Canada cost of 30-year funds pius 50 basis points) and a maximum rate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), stbject to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Notes and
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertible
Subordinate Debentures exceeds the 9% base rate.

Interest Rate on Bank Indebledness

Interest on short-term bank indebtedness and overdrafts is assumed to be chargeabie at
9% per annum.

Repayment Period for the Infrastruclure and Civil Works Notes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instaiments of

principal and interest over a 35-year period starting with the first year of full operations in
2005.
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-

1.

12.

13.

~Repayment Period for the Equipment and Technelogy Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the

first full year of operations in 2005 using an Annual Sum-of-the-Years'-Digits method, such
that payments in later years are greater than those in earlier years. .

Conversion of Convertible Subordinate Debentures

The debentures are convertible at the holder's option, on a dollar-for-dollar basis, into
Share Capital.

Share Capital
Share capital consists of common shares.
Lease Paymenils to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
infrastructure and Civil Works to the Construction and Operating Company for a term of
35 years based on Project cash flows. Each annual lease payment is calculated by
applying percentage of the initial Infrastructure and Civil Waorks Notes principal amount as a
function of total long-term liabilities to 80% of Project cash flow, after deducting Debt
Service on the Equipment and Technology Notes, interest on bank debt and base interest
on convertible subordinate debentures.

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments to the
Public Financing Entity and excess interest on the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The applicable percentage is a function of the par
value of share capital as it relates to total long-term liabilities (Equipment and Technalogy
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital.

Fixed Assets and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Period interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

Infrastructure and Civil Works are recarded at cost, net of the Construction Period Interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

Income Taxes, Capital Taxes and Large Corporations Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for large
corporations taxes and 0.4% for provincial capital taxes.

The Infrastructure and Civil Works Notes do not give rise 1o capital or large corporations
taxes as they are obligations of the Public Sector Financing Company.
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Other Assumptions and Hypotheses -

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, 1Bl, CIGGT, Canarail and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.
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Quebec-Ontario High Speed Rail Project
Montreal-Ottawa-Toronto 300 kph (via Dorval)

Capital Structure
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Quebec—0Ontario High Speed Rail Project
Moritreal — Otlawa — Toronto 300 kph {via Donal)
Statisics and firmnclal mtos
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Appendix 8

Financial Projections - Scenario 7: Montreal-Ottawa-Toronto 300 kph (via Dorval - no Connect Alr,
no Pearson)

1. Report on Financial Projections
2.  Notes on Basis of Preparation

3. Projected Balance Sheet {Combined Public Financing Entity and Construction and Operating
Company)

4. F’rojecfed Statement of Operations (Segregated as Between Construction and Operating Company
and Public Financing Entity

5. | Investment Returns (2005-2025)
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7. Public Sector Annual Confributions (Government Share of Capital Cost)

8.  Statistics and Financial Ratios



s X

%

"o e

g

Cﬁar’(ered Accountants 1250 René-Lévesque Blvd. West {514) 938 5500

35th Floor Telecopier (514} 938 57

Montreal (Quebec) H3B 2G4
Appendix 8

Price Waterhouse

October 24, 1984
Report on Financial Projection

To the Project Manager
Re: Scenario 7 - Montreal-Ottawa-Toronto 300 kph {via Dorval - no Connect Air, no Pearson)

The accompanying financial projections of the HSR Project, consisting of projections of the
balance sheets and of the statement of operations, has been prepared using assumptions and
hypotheses provided by consultants engaged by the Project Manager. Our examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered
Accountants. We have no responsibility to update this report for events and circumstances
odcurring after the date of our report.

[n our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed by the aforenoted consultants.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
we express no opinion as to whether the projections could be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for a HSR
Project.

brie Wadechaae

Charteréd Accountants



Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principles
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
but are not necessarily the most probable set of industry, regulatory and economic conditions and
planned courses of action given these conditions and uses of assumbtions, hypotheses with an
effective date of September 30, 1994,

Significant Assumptions and Hypotheses
1. Inflation

Current dollars are inflated at a rate of 3%.
2. Interest on Infrastructure and Civil Works Noles

The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
plus 50 basis points.

3. Interest on Equipment and Technology Notes
-3 o
The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed {o be 8.5%, plus 250 basis points.

4, Interest on Convertible Subordinate Debentures

[nterest on the convertible subordinate debentures is calculated at a basic rate of 9%
(government of Canada cost of 30-year funds plus 50 basis points) and a maximum rate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subject to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Notes and
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximum
additional rate of 3.5%, is paid only if Project cash flow allocated to service the Convertible
Subordinate Debentures exceeds the 9% base rate.

5. interest Rale on Bank Indebledness

Interest on short-term bank indebtedness and overdrafts is assumed to be chargeable at
9% per-annum.

. B, Repayment Period for the Infrastructure and Civil Works Notes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instalments of

principal and interest over a 35-year period starting with the first year of fuli operations in
2005.
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1.

12.

13.

Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years'-Digits method, such
that payments in later years are greater than those in earlier years.

Conversion of Convertible Subordinate Debentures

The debentures are convertible at the holder's opticn, on a dollar-for-dollar basis, into
Share Capital.

Share Capital
Share capital consists of common shares.
Lease Payments to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
Infrastructure and Civil Works to the Construction and Operating Company for a term of

35 years based on Project cash flows. Each annual lease payment is calculated by
applying percentage of the initial Infrastructure and Civil Works Notes principal amount as a
function of total fong-term liabilities to 80% of Project cash flow, after deducting Debt
Service on the Equipment and Technology Notes, interest on bank debt and bhase interest
on convertible subordinate debentures.

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments o the
Public Financing Entity and excess interest on the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Noies, interest on short-term bank indebtedness and base interest on the
Convertible Subordinate Debentures. The applicable percentage is a function of the par
value of share capital as it relates to total long-term liabilities (Equipment and Technology
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital.

Fixed Assets and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Period Interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

Infrastructure and Civil Works are recorded at cost, net of the Construction Period Interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

Income Taxes, Capital Taxes and Large Corporations Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for targe
corporations taxes and 0.4% for provincial capital taxes.

The Infrastructure and Civil Works Notes do not give rise to capital or large corporations
taxes as they are obligations of the Public Sector Financing Company.,
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Other Assumptions and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, 1BI, CIGGT, Canarail and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.
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Quebec—Ontano High Speed Rail Project
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Dueba; ~Ontaric High Spasd Hait Project
Montrasl —~ Ottawa — Toronto 300 kph (via Dorval) (no conoect 4/ no Pearson sk port)
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Quebec--Ontarlo High Speed Rail Project

Morntreal — Ottawa — Toronto 300 kph {via Dorval} {no connectalr/ no Pearson alrport)

Stafistics and firandal mtios
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Appendix 9

Financial Projections - Scenario 8: Quebec City-Toronte 300 kph (via Mirabel)

1.  Report on Financial Projections
2. Notes on Basis of Preparation

3. Projected Balance Sheet (Combined Public Financing Entity and Construction and Operating
Company)

4. Projected Statement of Operations (Segregated as Between Construction and Operating Company
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Price Waterhouse

- October 24, 1994

Report on Financial Projection

To the Project Manager

Re: Scenaric 8 - Quebec City-Toronto 300 kph (via Mirabel)

The accompanying financial projections of the HSR Project, consisting of projections of the
balance sheets and of the statement of operations, has been prepared using assumptions and
hypotheses provided by consultants engaged by the Project Manager. Qur examination was made
in accordance with the applicable Auditing Guideline of The Canadian Institute of Chartered

. Accountants. We have no responsibility to update this report for events and circumstances
otcurring after the date of our report.

In our opinion, as at the date of this report, the assumptions and hypotheses that we have used
are consistent with those developed by the aforenoted consultants.

Since this projection is based on assumptions and on hypotheses regarding future events, actual
results would vary from the information presented and the variations may be material. Accordingly,
we express no opinion as to whether the projections could be achieved. The projections have
been prepared in accordance with accounting policies deemed to be appropriate for a HSR
Project.

Dove Wadirbarae

Chartered Accountants




Note on Basis of Preparation

The projections were prepared in accordance with generally accepted accounting principles
relating to measurement, presentation and disclosure of financial projections. The projections
reflect the judgment of various consultants and are consistent with the purpose of the information
but are not necessarily the most probable set of industry, regulatory and economic conditions and
planned courses of action given these conditions and uses of assumptions, hypotheses with an
effective date of September 30, 1994,

Significant Assumptions and Hypotheses
1. Inflation

Current dollars are inflated at a rate of 3%.
2. Interest on Infrastructure and Civil Works Notes

The interest rate used for the Infrastructure and Civil Works Notes is based on a
government of Canada cost of 30-year funds, which is assumed to be 8.5% per annum,
pius 50 basis points.

3. Interest on Equipment and Technology Notes
= e
The interest rate used for the Equipment and Technology Notes is based on LIBOR for
15-year funds, which is assumed to be 8.5%, plus 250 basis points.

4. Interest on Convertible Subordinate Debentures

interest on the convertible subordinate debentures is calculated at a basic rate of 9%
(government of Canada cost of 30-year funds plus 50 basis points) and a maximum tate of
12.5% (government of Canada cost of 30-year funds plus 400 basis points), subject to the
Project's cash flow, after deducting Debt Service on Equipment and Technology Notes and
interest on short- term bank indebtedness.

Base interest is capitalized and not paid throughout the Construction Period. Commencing
in the Operating Period, base interest on the initial and capitalized balance of the
Convertible Subordinate Debentures is paid annually. Excess interest, up to a maximuim
additional rate of 3.5%, is paid only if Project cash flow allocated 1o service the Convertible
Subordinate Debentures exceeds the 9% base rate.

5. Interest Rate on Bank Indebtedness

Interest on short-term bank indebtedness and overdrafts is assumed 1o be chargeable at
9% per annum,

6. Repayment Period for the Infrastructure and Civil Works Notes
The Infrastructure and Civil Works Notes are repaid by way of equal annual instalments of

principal and interest over a 35-year period starting with the first year of full operations in
2005.
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.

12,

13.

Repayment Period for the Equipment and Technology Notes

The Equipment and Technology Notes are repaid over a 15-year period beginning with the
first full year of operations in 2005 using an Annual Sum-of-the-Years"-Digits method, such
that payments in later years are greater than those in earlier years,

Conversion of Convertible Subordinate Debenlures

The debentures are convertible at the holder's option, on a doliar-for-dollar basis, inio
Share Capital.

Share Capital
Share capital consists of common shares.
Lease Payments to Public Financing Entity

The Public Financing Entity is assumed to enter into an operating lease for the rental of the
Infrastructure and Civil Works to the Construction and Operating Company for a term of

35 years based on Project cash flows. Each annual lease payment is calculated by
applying percentage of the initial Infrastructure and Civil Works Notes principal amount as a
function of total long-term liabilities to 80% of Project cash flow, after deducting Debt
Service on the Equipment and Technology Notes, interest on bank debt and base interest
on convertible subordinate debentures.

Dividends

Dividends are paid to the shareholders on a pari passu basis with lease payments to the
Public Financing Entity and excess interest on the Convertible Subordinate Debentures. The
amount of Project cash flows allocated to pay dividends is determined by applying a
percentage to 80% of Project cash flows, after deducting Debt Service on Equipment and
Technology Notes, interest on short-term bank indebtedness and base interest on tha
Convertible Subordinate Debentures. The applicabile percentage is a function of the par
value of share capital as it relates to total long-term liabilities (Equipment and Technology
Notes and Guaranteed Infrastructure and Civil Works Notes) and share capital.

Fixed Assets and Depreciation

Equipment and Technology are recorded at cost, net of the Construction Pericd Interest
Subsidy, and are depreciated on a straight-line basis at a rate of 4%.

infrastructure and Civil Works are recorded at cost, net of the Construction Period-interest
Subsidy and are depreciated on a sinking fund basis using a rate of 8% per annum.

Income Taxes, Capital Taxes and Large Corporatiens Taxes

The effective tax rates for the HSR are projected at 40% for income taxes, 0.2% for large
corporations taxes and 0.4% for provincial capital taxes.

The infrastructure and Civil Works Notes do not give rise to capital or large corporations
taxes as they are obligations of the Public Sector Financing Company.



.

Other Assumpticns and Hypotheses

Assumptions and hypotheses contained in the reports prepared by Price Waterhouse,
SNC, 18I, CIGGT, Canarail and KPMG are incorporated by reference into the projections
underlying the Financial Analysis. It is essential for the reader to have a detailed
understanding of such reports and assumptions in order to understand the projections.

n
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Quebec-Ontario High Speed Rail Project
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Capital Structure
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Quebec—Ontarie High Speed Rall Project

Qluebec — Teronte 300 kph [a Mimbet)
Staistics and fnancial ralics
{in miffions of inftated dollars)

[Stafs¥cs and general information
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BANQUE NATIONALE DK FAR I8
DIRECTION DES ¥y NANCEMENTS SPECIALISES September 14, 1994
Département des Winancements de Projets

s FINAL DRAKY

High Speed Rail Project

Quebee-Windsor Corsidor

+ *

%

Note on the Finaucial structure

3 be
Banque Nationale de Paris (3.N..) has been retained as a financial advisor by the Steering Committece for

the study of the High Speed Rail Project in (he Quebee-Windsor Corridor (the Project) 1o 1eview the
various clements of the Teasability study from a "projeet financing” poin( of view.

Afler reviewing the major project consultant's reports BN, was first approached by Peat Marwick
{KPMG) on cerfain financial aspects rolating 10 the institutional options. BNI*'s commuents have been
incorparated in XIPMG's Report,

In a sccond stage RNLP, worked closcly with 'rice Watcthouse (W) in the preparation of their Financial
Analysis Report. BN bifcf was 10 advise in conjunction with PW on the most approprisic financing
structure, hased on the maip findings of the XPMG Report and drawing on BNP's experience of similar
Projeeds.

BNP elso advised on 1he bankability of various financinl options, assisted in defining the key financiaf
parameters and ratios to be achieved and 1evicwed (he financial mode! prepared by Price Watcrhouse,

B.N.P. major findings and conclusion have been incoporated in the PW I3 nancial Analysis Report.

Fhis note expands on the 1ationale which Jed 16 the selection of the ovorali financing plan finally retained
by the financial advisors,
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Infroduction
One of the principsl PW terms of reference w,
the private scetor contribution 1o fhe Project,
I rder 10 achieve this, PW and BN.D, cssenfiall
in the Financial Analysis Report :

as to delerming a financing scheme whic), vould maximize

Y reviewed three main options which are reporied upon

(i  Tully public financing
(i)  Prrivatc fimaneing
()  Public/ivate parinership

Option (i) is the sitation of ref; erence to which the govene
the Private Scotor.

Key project cash flows and Projects refurns have been calalated for this option for comparison purpose,

Option (i) wies to ensure the transfer to the private sector of the maximum acceptable amount of profecs
risks while recogrizing flie neeessity of public support rendered heecssary by the project economies,

In this option the government would pass the project in f1s entirely 4o the Private Scetor afles coniributing
an up-front subsidy agreed in advance contractually with the private Pany,

Option (iii) is an intermediate solution where the government finances g specific part of the Project and

leaves the rest to the Private Sector on & purely private basis, with & leasc payment by the Private Secior
ensuring  long term return on the Governement's investment,

The presemt note atiempts to elaborate on the threc oplions above and cx]

Mains the rafionale behind Pw
and BN, recommendations in the ¥inancial Analysis Report,
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The Canadian ligh Speed Rail Project ¢an be compared i 1orms of scope, size and overall risk

profile 1o only a fow major projects financing, like

EUROTUNNLL or tle yei unrealized Texas

HSR (Nouston, Dalias, Anstin San Anfonio triangle) (1), The financial community's pereeption of

1his type of risk can be derived fjom these expesiences

1)

Evidently it is a very Jarge

and very long tern fingncing meaning in particular that

(i) the financing sources cannot be limited to the Canadian market and insfitutions, due {o

CAPACItY consiraints ;

(i1) only a limited mumber of larg

¢ specialized international banks

would consider such g Jong ferm investment (15 o 20 years). North smerican banks nre
generally conservative in this respect snd 8 substantial pariicipation of non amezican banks

(Zuropean and Japancse) will be heeessary. As it may be difficult 10

a project compeling dircetly with their "national®
available in full,

Thése two remarks bath point in the same direction
amount of private financing which can be expecied to
scope and complexity,

2) T will be pereeived as "higly 18k, particulaly in the foll

{i) L.and acquisition, permitiing
largely controlled und, in any cvent, betler addressed by 1

enfice banks to support

technologies, this marke may not he

There is 8 limited market for the

be raised for a project of this ype,

owing areas :

and environmen, all risks which will be considered 1o be

hePublic Scofor.

(31) Civil works : "mepa projeets™ (like the Canadian JISR) have & reputation of i requently

going beyond budgets and schedules,

(iii) Rovenuos : there is little established 1rack record for forecasting reliably the revenue

‘ stream of BSK projects. No donbt, the French and Europ

can successful experiences as well

as the (less recent) jupancse one will pive a favourable "a priori® on this issuc, In addition

the symbolic value of sucl ¢ great national underiakin
financeability,

(1) BNE. was closcly involved
sulficicent public capport.

in both project. ‘T Texas NSR was officially abar

g could signiﬁcamly" improve ifs

#s could be witnessed for example-on a project like BUROTUNNIA,.

donned in August 1994, duc 1o lack of
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However there is ne comparable experience in a North American Con(ex1, where peography
and travelling patierns are quite diffcrent from Europe or Japan and it is our view (hat
financiers will remain on the conservative side in terms of revenye projeciions.

{v) This type of project financing does not sonerally beriefit from the expericnce and
- Tessourees of an established owner-operator (although this can be mitigated 10 a cerfain

oxtent in the Canadian context). "

Thic difficulties of such g situation have been exposed in the cago of BUROTUNNEL, and

are well known {0 the financial community. All efTorts should be made 10 reduce this risk

by introducing experienced Playess in the Concession Company, whilg {rying to preserve

the benefits and drive of 8 new enterprise,

This, bowever, is likely fo remain g concern for bankers,

Generally spehking the Canadign SR project if condueted on o prively private basis wonld
be, in our view, perecived as brondly comparable: to BUROTUNNEL in term of financing
risk,

ween. the oplions
The throe options outlined sbove have been examined in the context of (he Government target of
maximizing the Privatc Sector contribution,

Option (i) clcarly remains open, but is mentionned for reference only, being ouiside our mandate.
The choice between option (ii) and (iii) was driven by certain key considerations -

- From the first preliminary financial calcolations it appears that a very substantial public
contribution will be necessary, most probably beyond 50 % of the tofal financing
requirements. 1 is our pencial view and experichee that purely private solutions are not
advisable financially when the public contribution represent a dominant pari of (he
Tinancing, }t would also be politicully difficult to justify, in particular :

) A "private” solution Gin the way described in the introduction to (his Note) would
not provide the government with sufficient contral over the construciion and
oparation of the line, while jt supplies the bulk of the financing,

€ Such a solution would not ensore a return to the Governcinent on jis invesfment,
even a long ferm onc (beyond the soci a-cconomir benefifs).

Opponents (o the Project may casily argue that the Governments are "subsidizing privaic

profiis®,
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- Certain of the key pioject risks outlined above will be scon g befonging fo the Public
Scector, particolarly the ronte selection, snd the permitling and oenvironmental work on

which the Private Sector basno or little influcnec,

- The private solution, as envi saged abovo, discharge all project risks onta the Private Sector
after payment of an upfiont contiibution by 1he public,
This is acvepiable when the Government contribution s small, say in the 10-25 9 range.
When it becomes highe: - in this case over 50 % - it creafes an unbulance whereby the
privaic sector carries 100 % of (he risks on & less than 50 % projeet base. This unfavorsble
Jeverage effect is likcly v deter the Private Sector.

. As commented emlicr, the amount of project funds which could be raised from (ho
specialized financial markets for this type of project is liited and would not conceivably
cover the totality of the potential private share.

The financeability of the project will bo greatly enhanced if the private financing is based

on the {cchnology ifems (clectiification, signalling, telecommunications and controls,
= Rolling stock). Propective financing banks would be, in vur opinien, much more fikely 1o

engage in a non-recourse of limited recourse financing if i is 10 support mgjor clients and

key exports.

In addition Iixport Credit Agencies could be approached for additional support,

- The preliminary soundings made in the Canadian banking community have demonstraiod
little or no appetite for financing the civil engincering portion of such g projeet, which iy

gencrally considered 10 be of » Public Seetor nature.

Based on the unalysis of paragraph 1) above, if is our conclusion that the option most likely 10
atiract a substantial amount of privare capital is a publiciprivate parinership,

Public/private parimership ; (he Liasic concept

As discussed carlicr we believe that the "private" option would not be scen #s an atiractive
proposition by the financial eommunity, or would cairy 8n unaceeptable price o restore s
financeable risk-rewwd balance while depriving the public scotor of most of jts control and
rcgulatory powers,

Besides the mmount of private funds necessary {o finance it, is not fikdly 10 be found on the
velatively narrow financial markcis available for this type of invesiments.
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Our approach has been thesefore 10 ook for the best combination of public and private sectors
involvement in order to mect the (hree key criteria below -

- altractivencss for the Privaie Sector,

- safeguard of Public Scetor interest and return on its investmen (albeit fong tenn),

- sound and efTicient project management. o

" The guiding principles must be in ouy view that each party, Public and privae, must be responsiblc
Jor the part of the Project for which it is the most compeltent and controls the besy

1t follows that the Public Sector should 1ake charpe of the main inf; rastructure works since (1) it hgs
available resources and experience (o oversee this type of profects ; (if) it has the bost condrof over
the permitling and environmental risk : (i1} it is the most likely to obiain compelitive prices in this
wed due 10 1s natural buying power.

On the other side of the ledger the equipment and technology items are dusigned and built by 4
limited number of private supplicis and arc closely 1elated 10 the operation and maintdnfsncc of the
system for which private secior experience and efficiency is being sought,

H isstherefore proposed 1o split the Project in two parts clearly scparated In terms of allocation of
risks, but within &n intcgrafed projee! menagement structure. Broadly speaking the Public Sector
would oversee and finance the infiastructure and civil works while the private scctor would take
1ull charge of the cquipment and technology supply, financing and operation (sec chart 1),

In consideration of the utilization of (e infrastrocture, the private operator would pay an annyaj
Jease payment (o the public entity (scc char 2).

1tis proposcd that a single project management structure be im Plemented 10 cnsure coherence and
consistency in the many areas of interfuce between the two main project parts (sce V-3),

)t is also proposed that the public. portion be pre-financed by private funds via "Guaraniced
lofrastrocture Notfes" of very long maturitics, avoiding large up front payments by thc
Goveraments and spreading the cost (o the public scetor over a long period of ime. This long term
annuily payment can be sel ofl" againyt the lease payment made by the oporating company (plus the
dividends pereeived by the State se 2 shareholder) and, if applicable, against the savings in
subsidics by the Federal or Provincial Governments necessary 1o support the existing rail systems
to be phased out or replaced by fhe High Speed Rail. The resulting balance hecomes positive foy
the governments aficr some fime, depending on {he overall projoct economics,
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The: type of institutional anangement described above is very similar to the one currently used by
the Swedish Rajtways and more importantly recommiended by the 199} Buropean Union diiective
91-440 calling for a scparation } of the ownership and Mmanagement of the infrastruciure and
the operation of the networks. This js designed (0 cnsure 8 free access to f; oreign operators on the
national networks against Payment of user's foes. This Dircclive js currently heing implemented,
most notably in the UK with the Irivatization of Brifish Rail and the orcation of the Rallrack
Company as owner/manager of the infrastructure, in Maly with the TAV program, but is also under
advanced consideration in Genmany, Spain and France.

V. Kquity - quasi equity
Three elements are to be taken into #CCount in dimensioning the equity :

(1) The amount of funds heeessary 1o bring the project 1o & stage of definition where major equity
and debt placements can be donc on the financial markets : In & first approach this amount hag
been cstimated at 280 million CAI for the ful] corrider - CAD 160 smillion for the Montreal.
Toronto section - (these figures would certainly need 10 be reassessed in dotail in & § urther

-analysis),

(i) The amount and type of equity which can be reasonably estimated 1o be ralsed for the Project
during the constraction phase : ) is our experience that straight cquity for this type of project
would be very difficulf to raise from traditional investors on the private placement market, duc
10 its level of risk but morc importantly, to ifs non liquid/non rated nature and sbsence of
significant dividends in the fin«f 10 yoars,

Straight equity would esscatially come from parties with a vested inferest in the Pruject like
main suppliers, operators, banks, iransportation compauics, vtilitics, real estate firms as well os
Governments or Local Authoritics.

This confirme the order of magnitude of (i) above, of 150 10 300 million CAD as o starting
capital basc,

(ii1) The total amount of subordinaicd financing (equity/quasi-equity) necessary 1s dictated by the
level of senior debt coverage requited (2) our assessment of the minimum requirced level of
coverage of the debt (e.g.. the ratio botween (he cash available for servicing the debt afier
operating expenscs and taxes o (he annual debs service) is between 1.75 and 2.00 for a rick of
this type given the current mankel conditions,

The vehicle proposed is a long tam (25 10 30 years) convertible unsecured debenture,

- -

1) M Divective calls for an accouing scparation only as a first step, . \
2) The senior debt is described in the financial modci as the "Equipment and Technology Notes , and finances
broadly the clectiomechanical cquipments and 1ol ling stock.
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This quasi equity instrament wonld ensure a base infcrest (8 % in the financial model) plus an
excess inferest in case of cash flows superior to the base forcoast and would offer »
convertibility option, )

The fotal of quasi equity required under these assumptions amounts to 1.2 billion CAD for the
total corridor and 750 million CAD for Montreal-Toronto. These numbers appear ressongblc,
11 must be stressed howeves that the marketahility of such an instrument on the Canadian or
North American markets has nof been {ested al this slape,

Note : A potential improvement of the overall finuncing plan, which has nof been incorporafed
in the base model, would be (o raise additional equity just before or Just afler the opening,
when the project has gainéd more visibility and the most Important risks have been weathered
away. Ideally a public issue should be made, opening the project cquily (o individual investors
and capitalizing on the “great national undc taking® Image which could be gencrated by the
Project. This has proved successful in the casc of Jaurotunnel for example, However it should
be noted that, (he tighter North- American scearities regulations may nof casily allow such a
public issue, and that it would be, in any cvent, highly dépendent on the succossil
implementation of the project at the time of the issve.

Finally (e retorns on equity pencrated by the Project in the scenerios studied by the Report
are not sufficient (o consider the placing of additiona cquily.

V. Outling of the fin

s St - o

ancial and confractual structare

1. Outline of the financing scheme (sec Chart 1)
The overall scope of the proiect can be divided into main jlems of work broadly arranged by
incroasing scale of "privatability" like :

- Legislative work

- Environmemtal studies
. Permitting

. Land acquisition

. Harthworks

. Grade scparafion

. Stations

. Ballag|

. Track

. Yeetrification

. Signalling

. Cantrol and maintenance centers
. Rolling Stock

- Enginecring
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Plus two "shared items® -

. Development studics - comprizing afl the fechnical and financial feasibility studics

leading to the definition of g "hankable® structure and the signing of the key project
agrecments, they can be considered fo be the responsibility of the project Sponsors,
therefore in the Private Seotor. However they are highly dependent upon
environmental and permitling issucs for example, plus a political agenda, which
makes it unlikely that the private sponsors will aceept o cany their very high cosis
without somge government support,
The best option, in our apinion, is the shating of these costs (we have assumed $0/50)
between the Private. and Public Sectors. “This has the advantage of cnsusing the
cornmitment and vested interest of the fwo partics huving the most essential roloe jn
the suocoss of the venture,

- Project Management which would also be & shared itom under the structure descriped
in paragraph V below.

The concept is 1o divide the Project into two parts at some level on the "privatability®
= scalc above teking into account -

(1) the amounts of private financing which can be realistically sustained by the Projeci as
discussed in the previous chapters of this Nofe.

(1) the necessity 1o split the work into two “packages” having a {echnical and industriaf
logic,

A typical breakdown would be, for example, 1o separafe the Rolling Stock, Controls,
Signalling and 1ectrification as private package 1o be financed under g limited recoursc
project financing scheme, with the balance - mainly civil works - remaining as the public
sharc backed by conventional state goaranteed financing,

1t mugt be understood howeves that this separation (illustrated by the dotted line on Chart
1) is a movable one, depending on the criteria above and the results of the financiof
analysis. For cxumple the private share of the worke could range from the Track and
Haltast or even Stations downward (representing concelvably ahove SO % of the Project,
including Project Management) if the project refurns prove sufficients o1, at the other
extreme, could be limited (o the supply of Rolling Stock (i.e. 15 % of total project ¢osis).

2. Yhe finanging vehicles
Hach of these two shares of the Project will be financed by two separate entitics mider a Joing
management sireture (sec 3 bJow) -

(i) A Public Yinancing Entity (°¥12), presumably a crown corporation will take charge of the
financing of the public share (described by simplification as “lufiastructure and Civil Works"),
inclading all the risks and continpencics associated to it.
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In order 10 avoid Jarge up-front payments by the Public Sector, this will be done though
Guaranteed Infrastructure Notes (GIN) with very long amortization periods (30 to 35 yearg)
fssued by the PEIE to instifotions! investors under a sovernment guarantee. This will permit 1o
spread the Governments contribution over & very long time span. 1t could be envisaged fo
reduce or cancel the guaranice afler & cortain point when the project cush flows have become
sufficiemtly sfrong to suppo( the entire debt service.

Thesc GIN repayments will be gradually offset by the leasc paymenls mude by the Construction
and Operation Company as deseribed below.

(i) A Constraction and- Qperation Company (COQOC), a public/private parinership, will take
charge of (i) the design, construction and installation of the private share {describod here as
"Hquipment and Technology®, but, as we have scen, this could cover different fiems of werk
depending on the projent economics), including all associated risks and confingencies and (if)
the overall design, projeet management and operation of the entire Project. The financing of this
portion would be realized through & projt.f.cf financing approach, with cquity and quasi-cquity
from project sponsors and investors and Yquipment and Technology Notes (HTN) issucd 1o
commercial banks secured principally by the projeet net operating revenucs and, (o the extent
permitted by Jaw, by s fiust charpe over movable projee! assefs (rolling stock, equipments,
cfc...). The debt {o equity ratio ie sef af approximately of 2.5 1o 1 in the financial cascs presented
in the Report (full corridor and Montreal-Toronto). The equity-of the COOC would be ori ginally
shared 50/50 between the Pablic and Private Scctors, then would becone majority privaic as the
subordinated bonds are converied into cquity

In addition to pay dividends (o ifs public sharcholder the COOC will pay an annual fease 1o (he
PFI: in consideration for ifs usape of the Infrastruciure. The payment of this lease would be
however subordinated to opcrating costs snd BTN service as shown i chart 2. In the financial
cases presented, the annual lease payment would offset the GIN service from 2020 onward, i.c.
15 years after the start of vpaations, From that point the Project would become a net contributor
1o the Public Sector. o

3. Contractual srrangoments
Although contractual arrangements for the project implementation are not specifically part of
the Jinancial Analysis bricf, they arc bricfly discussed below 1o he uxtent they have a

significant bearing an the financial sfracture,

Although the proposed financial arrangements separaic the public and the private sharcs for
financing purposc, an integrated approach to the design and implementation of the totsl project
seems advisable, in view of ifs complexity and the necessary interaclions between its mony

components, particularly in teim of design and project management,
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A tentafive organization schedule is shown in Chayt 3, under which 1 Program Managr
(private) would undertake the management and design of the enfjre work under the supervision
of & public/nivate Board. A Governmonts' Commission would work glongside the rogiun
Manager, deal with the specifically public aspects of the projoot (environment, permitting,

Iegislations, land, government sclations, cfc...) and 1eport o the Board on 1he Goveranienss
behalf, ‘

The Program Manager, which would be selected among (he lop Design—lmginecring Frrms
through 8 competitive bidding, would jiscif complete the design, launch tenders for the works
and supplics and supervise the project, under the serufiny of the Government Commigsion and
oy the Board. _

This solution would maximize the Private Seclor participation with the bencfjt of 0 privaic
i ' feclor management structore, while keeping the necessary public review on thie Process.

This is clearly a very preliminary approsch however, which would need 1o be carefully reviewed
and studied with the public and private entifics finally selected to complete the Project.

»

"

5
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