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Comments of Marcus J. Lemon
Former Chief Counsel, Federal Highway Administration
DIBC Press Conference
October 4, 2011

The $550 million does not result in $2.2 billion in federal matching funds

1. Federal matching funds are apportioned by formula to the states yearly (SAFETY-LU).

2. Funds are non-discretionary, paid to state if state can match it (30/10 or 80/20).

[FS]

Federal funds are limited by statute and capped yearly. Only so much is given per year.

4. Additional money from Michigan WILL NOT trigger increase in federal match amount.

5. [If astate comes up with more matching funds, that does not generate more federal funds.

~]

Every state has always made its yearly match, including Michigan.

. Michigan already has enough funding to make its match every year.

8. No giant check will be coming from Michigan for $2.2 billion if it gets $550 million.

9. Federal funding to be reauthorized; states likely to lose up to 35% of federal funding.

10. Thus, NITC spending WILEL NOT increase pool of available federal funds.

11. Other state projects WILL NOT move up to construction simply with NITC spending.

12. Federal govemment has not committed 'émy funds on NITC (carmark or matching funds).

13. Federal government has not allocated money for $260mm customs plaza or maintenance.

Michigan Can More Effectively U_se Its Transportation Funds

1. Michigan does not need the $550 million. It can plug shortfalls through toll credits,
matching funds flexibility, and reforms in SB 351 and HB 4521.

2. States match through funds, materials, services, new right of way, or compliance costs.
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3. Michigan should restructure use of state fuel tax revenue (all revenue for transportation)

Michigan Needs Better P3 Legislation, Oversight, and Written Agreement

1. P3 legislation should be comprehensive and not based on one project.
2. Other states have better P3 legislation, oversight, and use of federal funds (FL, VA, GA).
3. There is no written agreement defining the rights and obligations for the $550 million.

4, There is no comprehensive finance plan for NITC, no federal funds commitment, no P3.

Federal Aid Highway Funding Information:

(Listing of Federal Money Pots)
http://www.thwa.dot.gov/reports/financingfederalaid/apph.htm

(Flexibility in Using Federal Money Pots)
http://www.thwa.dot.gov/reports/financingfederalaid/appi.htm

(FY 2010 Apportionment of Federal Money to the States)
http://www.thwa.dot.cov/legsress/directives/notices/n4510723t 1 .htm

N (Prior Year Apportionments of Federal Money to the States)
httpy//www.thwa.dot.gov/legsregs/directives/notices.htin

Biography of Marcus J. Lemon:

. htl;r):ffwww.mckennalong.com/nrofessionais—MarcusLembn.htm]
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U.S. DEPARTMENT OF TRANSPORTATION
FEDERAL HIGHWAY ADMINISTRATION

APPORTIONMENT OF FISCAL YEAR (FY) 2010 FUNDS PURSUANT TO
THE SURFACE TRANSPORTATION EXTENSION ACT OF 2010, TITLE IV OF PUBLIC LAW 111-147
(inclusive of programmatic distribution of amounts based on certain allocated programs
under section 411(d); before reconciliation of funds under section 414)

STATE OF MICHIGAN

Interstafe Maintenance . 153,003,643

National Highway System - - 191,475,072
" Surface Transportation Program 243,121,817
Bridge Replacement & Rehabilitation - 113,812,391
| Congestion Mitigation & Air Qu_ality. - 66,636,269

. Appalachian Development Highway System

Recreational Trails o ' 3,007,866
| Metropolitan Planning o 9,931,?60
:Saféty o | 39,120,514
Rail-Hwy Crossings . 7;522,228
Coordinated Border Infrastructure Program . 28,208,156
Safe Routes To School S 5,992,442

" EQUITY BONUS

Subhject to Foermula Limitation o . 166,453,039
Subject to Special Limitation 47,865,348
Exempt from Limitation | 15,292,979
TOTAL o | 1,002,433,524
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STATE MATCHING PROCESS FOR FEDERAL FUNDS

CONGRESS APPORTIONS
STATE MATCHING FUNDS -
CAPPED BY YEAR

I

S

STATE SPENDS MONEY
ON PROJECT*

Il

STATE DECIDES WIHICH
“POT” OF FEDERAL MONEY
TO SEEK MATCHING FUNDS

JL

e

STATE REQUESTS
REIMBURSEMENT FROM
FHWA

I

.\‘//

FHWA REIMBURSES STATE
BASED ON TYPE OF ELIGIBLE
PROJECT, UP TO CAP, AND

TYPE OF PROJECT
(90/10), (80/20), (100)

BASED ON PERCENTAGE FOR

*MORE STATE SPENDING
DOES NOT = MORE
FEDERAL MONEY

AVAILABLE IN ONE YEAR.

FEDERAL FUNDS ARE
LIMITED PER YEAR AND
LIKELY TO BE CUT (35%7?)
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Comments of Van Conway
Chief Executive Officer, Conway MacKenzie, Inc.
DIBC Press Conference
October 4, 2011

Suminary of Conway MacKenzie, Inc (“CM”) May 12, 201 1 Report

1. Inthe May 12, 2011 report CM calculates that the DRIC project will result in a
total cash flow loss to the U.S. and/or Michigan of approximately $1.5 billion
from 2016 through 2035 and ranges annually from approximately $84.9 million in
2016 to approximately $67. 1 million in 2035. Subsequent to 2035, the DRIC will
continue to incur annua) cash flow losses. It is important to note that these
calculations do not include any cost associated with the Canadian portion of the
DRIC (half of span, Windsor Essex Parkway, and Canadian Toll Plaza).

2. DRIC Project Risks/Issues:

Traffic volumes often fali significantly short of projections (traffic volumes

down 43% in 2010 from peak in 1999);

The Michigan Department of Transportation (“MDOT) commlsswned traffic
study by Wilbur Smith Associates projects that traffic crossing volumes will.
not exceed 1999 levels until 2028,

Significant cost overruns often occur for similar projects;

Manufacturin g growth not likéiy to occur in geographic areas that would
benefit the DRIC;

Ford, GM, and Chrysler had 70% of the market share in 1999 and 45% in
2010. It seems unlikely that their market share would increase significantly
over the foreseeable future,

No DRIC business plan, inclusive of financial projections has been prepared;
Unknown operator with no historical track record; k |
Unidentified financing source or structure;

Lack of written contracts or legislative documents that addresses how capital
will be raised to fund the DRIC project and how potential cost overruns and

financial shortfall will be paid for.
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1. Due to the significant cash flow losses and other project risks, no private investor
would invest in the DRIC without a government guarantee.

2. Based on the estimated total cash flow loss and significant additional risks
identified above, the proposed financial investment in the DRIC project is not
financially feasible. '

" Rebuttals to CM May 12, 2011 Report

1. Since the issuance of the CM report in May 201 1, there have been no identified
financial expert sources which have successfully challenged and rebutted CM’s
finding that the DRIC is not financially feasible. In fact, no other viability study
has been published that shows the DRIC s being financially feasible without
government support.

CM is surprised that the $550 million Canadian loan has not been formalized ina
government approved legally binding agreement to be negotiated with U.S. and/or
Michigan. ' ' :

Summary of Anderson Economic Group’s Séptember 20, 2011
The Anderson report states that the financial viability of a bridge depends on three main
components: traffic projections, cost estimates, and financing. The following conclusions

are reached in the Anderson report:

1. The Anderson report states there were no traffic projections available that would
make the DRIC financially feasible.

Anderson cites a 2009 study that states actual traffic for toll roads are on average

2.
42% less than the projected level (CM does not include traffic volume discount in
its calculation in the May 12, 2011 report).
: 3. Cost overruns are typical for large American infrastructure projects. Anderson

gives an average overrun estimate of 61% or approximately $1.4 billion (CM does
not include cost overruns in its calculation in the May 12, 2011 report). '

Lastly', no evidence exists't_hat there are available sourdes of capital for either the total
cost of the DRIC project or the likely cost overruns.
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Comments of Gary Wolfram, Ph.D.
Professor of Economies and Public Policy, Hillsdale College
DIBC Press Conference
October 4, 2011

When toll revenues are not sufficient to pay for operating expenses, the loan from
Canada, and principal and interest on the bonds, Michigan taxpayers will subsidize the
bridge despite the statutory language making the debt for the bridge debt of the NITC
Authority and not that of the state.

The Legislature will be able to amend the statute to allow taxpaycr subsidy to the bridge
authority

A well-known example of taxpayer subsidy of what was supposed to be outside of the
government debt is the case of Fannie Mae. Fannie Mae was converted to a publically
held corporation in 1968 to remove its debt from the federal budget. In September of
2008 the Federal Housing Finance Agency announced Fannie Mae would be placed into
conservatorship. The taxpayer bailout of Fannie Mae is at over $100 billion and could be
much larger. (The CBO in its June 2, 2011 report stated that including the cost of
guaranteeing the loans in Fannie Mae and Freddie Mac’s portfolio would result in a
taxpayer subsidy of $317 biilion.}) a

The Mackinac Bridge Authority is a closer example of the Legislature amending statute
to protect authority debt.

Mackinac Bridge Authority was created in 1950 with a 1952 statute authorizing it to issue
debt to build a bridge. The Debt not to be an obligation of the state and was secured
solely by tolls. '

One year later the Legislature voted to provide $41 7,000 to offset operating revenues in
order for the tolls to be able to pay the principal and interest on bonds. Advances were
" made through December 1985 and totaled $12.3 million, none of which has been repaid.

In 1967 the Legislature authorized an appropriation of $3.5 million to be distributed
annually to the Authority to be used to pay principal and interest on the bonds of the
authority. $63 million have been received as advances and $11.75 million have been
repaid. o
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0. There are $22.7 billion of state authority debt outstanding. Should the NITC Authority
be in danger of defaulting on its bonds, the Legislature would be under enormous
pressure to make good on the payments. A failure of the debt of one Michigan state
authority would reduce investor confidence in the rest of the authority debt, resulting in

higher interest costs to the state.

10. NITC is a highly uncertain project that will, Iike the Mackinac Bridge, end up with a
taxpayer guarantee. ' '
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Detroit River International Crossing is Not Financially Feasible Based on Available Traffic Projections
October 10, 2011

FOR IMMEDIATE RELEASE:
Conway MacKenzie, Inc (“CM”) reviewed the September 20, 2011 Anderson Economic

Group s (“Anderson”) report, Building a New Bridge in Detroit: A Study Evaluating the Options,
and have included summary comments in this press release. CM further notes that the Anderson
report does not address or comment on the findings contained in the CM May 2011 report. The
findings in the CM May 2011 report are noted below:

% The Detroit River International Crossing (“DRIC”) project is not financially viable
due to the estimated cash flow losses to the U.S. and/or Michigan
~approximating $1.5 billion from 2016 through 2035;

> Due to the significant cash flow losses, no prwate investor would invest in the
DRIC without a government guaraniee;

» Risks such as lack of sufficient traffic volume (the Michigan Department of
Transportation (“MDOT”) commissioned traffic and toll revenue study forecast
which concluded that the traffic volumes will not exceed 1999 levels until 2028),
cost overruns and timing delays, and uncertainty as to source of capital to fund the
project, renders the decision to proceed with the DRIC unreasonable.

‘Even though the Anderson report does not directly address the CM May 2011 report, there are
several areas of agreement between the reports. For example:

» The DRIC project is not financial feasible based on available traffic projections;

» Cost overruns are typical for large American infrastructure projects. In fact, the
estimated total cost of the DRIC (exclusive of the Windsor Essex Parkway)

~ determined by MDOT is lower than the Anderson average cost overrun estimate
by approximately $1.5 billion;

» There is a lack of executed legally binding contracts/commitments that guarantecs
the alleged willingness of the Canadian Government to cover all cash losses of the
DRIC and the U.S. Government’s Wilhngness to pay appr0x1mately $264 million
for customs operations.
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Although CM did not perform a comparative cost analysis between the DRIC project and the
Detroit International Bridge Company (“DIBC”) proposed second bridge span, CM agrees with -
the following Anderson report findings: : ' :

5 Vehicles risk paying higher tolls if traffic volumes do not meet projected levels;

» Traffic volume not meeting projected levels would negatively impact the DRIC
more than the DIBC due to the substantially higher construction costs.

The Anderson report references congestion problems and the related cost for delays as one of the
' reasons the DRIC should be built. Anderson draws on this conclusion citing a study published in
2002. CM questions the validity of the cited cost of congestion referenced in the Anderson report
based on a dated study. |

Nothing contained in the Anderson report changes the opinion or findings of the CM May 2011
report, regarding the financial viability of the DRIC. In fact, many statements made in the
~ Anderson repart further support CM’s opinion that the DRIC project is not financially feasible.

Conway MacKenzie, Inc. is an international consulting firm specializing in turnaround and crisis management,

transaction advisory, litigation support, and valuation and forensic advisory services. The firm is headquartered in

Detroit, Michigan and has offices in Houston, Dallas, Atlanta, Chicago, Dayton, Frankfurt, London, Los Angeles
and New York. S . :
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May 12, 2011

Executive Summary

Conway MacKenzie (“CM™) has been engaged by the Detroit International Bridge

Company (“DIBC”) to provide professional services related to estimating certain cash flows of
building and operating the Detroit River International Crossing project (“DRIC™). Our findings
are below:

CM developed two cash flow scenarios for the U.S. and/or Michigan side of the DRIC

- quantifying the financial effects of building and operating the DRIC project: “CM
. Primary Calculation™ and “CM Secondary Calculation.” _ _ _

Based upon CM’s Primary Calculation, the estimated Total Cash Flow Loss to the U.S.
and/or Michigan as a result of the DRIC project totals approximately $1.5 billion from
2016 through 2035 and ranges annually from approximately $84.9 million in 2016 to
approximately $67.1 million in 2035. Subsequent to 2035, the DRIC will continue to
incur annual estimated Total Net Cash Flow Losses.

. Based upon CM’s Secondary Calculation and utilizing the more aggressive traffic

volumes contained in the Wilbur Smith Report as well as operating expenses estimated
by MDOT, the estimated Total Net Cash Flow Loss to the U.S. and/or Michigan totals
approximately $1.2 billion from 2016 through 2035 and ranges annually from
approximately $76.5 million in 2016 to approximately $41.7 million in 2035. Subsequent
10 2035, the DRIC will continue to incur annual estimated Total Net Cash Flow Losses.

Utilizing the assumptions in CM’s Primary Calculation, the estimated Total Net Cash
Flow Loss to Canada totals approximately $3.2 billion from 2016 through 2035 and
ranges annually from approximately $158.1 million in 2016 to approximately $165.3
million in 2035. Subsequent to 2035, the DRIC will continue to incur annual estimated
Total Net Cash Flow Losses.

The estimated Total Net Cash Flow Loss to the U.S. and/or Michigan and Canada totals

- approximately $4.7 billion from 2016 through 2035. Subsequent to 2035, the DRIC will

continue to incur annual estimated Total Net Cash Flow Losses.

Significant additional risks associated with the DRIC project include, but are not limited
to, lack of a Business Plan, unknown operator with no historical financial track record, a
lack of objective data to support cost estimates, actual traffic volumes could significantly
vary from projected volumes, unidentified financing source or capital structure, delays in
completion and increased bridge costs, and lack of required government approvals.
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7 Based on the estimated Total Cash Flow Loss and significant additional risks identified
‘above, the proposed financial investment in the DRIC project does not appear to be
justified by the circumstances outlined.

The opinions expressed above are subject to change if add;tlonal information is recewed and
reviewed after the date of this report. :
Respectfully submitted,

Conway MacKenzie, Inc.

N/RY

Van E. Conway
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May 12,2011

PRIVATE AND CONFIDENTIAL

Mr. Dan Stamper

President

Detroit International Bridge Company
12225 Stephens Road

Warren, M1 48089

Re: Financial Analysis of the Detroit River International Crossing Project
Dear Mr. Stamper:

Conway MacKenzie, Inc. (“CM”) has been engaged by the Detroit International
Bridge Company (“DIBC”) to provide professional services related to estimating certain
cash flow impacts of building and operating the Detroit River International Crossing
project (“DRIC™), also referred to as the New International Trade Crossing project
(“NITC™). For purposes of this report, CM will refer to this crossing as the DRIC.

B Our understanding of the DRIC business model contemplated by the United States

(“U.S.”) and/or Michigan and Canadian Governments is that the private sector would
“build and operate the bridge and the U.S. and/or Michigan and Canadian Government
agencies would jointly own the bridge. This report summarizes our analysis based upon
information available to us as of the date of this report.

State of Michigan proponents of the DRIC have represented that the estimated
DRIC Net Cash Flow Loss' will not be subsidized by Michigan taxpayers. However,
management of the DIBC believes these statements are based on erroneous assumptions.
As such, the DIBC asked us to perform an objective analysis of the cash flow impacts of
~ building and operating the DRIC and to separately identify those cash fiow impacts that
" would be attributable to the U.S. and/or Michigan and those cash flow impacts that would
be attributable to Canada.

Based upon our analysis, and as is more fully discussed below, the estimated Total
Net Cash Flow Loss” of the DRIC project from 2016 through 2035 attributable to the U.S.
and/or Michigan and Canada are approximately $1.5 billion and $3.2 billion, respectively.

. ! Rstimated DRIC Net Cash Flow Loss is defined as projected toll revenue less operating expenses
(excluding depreciation), capital expenditures, and debt service. _
2 Bgtimated Total Net Cash Flow Loss is defined as the estimated DRIC Net Cash Flow Loss, plus estimated
Lost Profits (cash flow) related to the Blue Water Bridge and Detroit—Windsor Tunnel, plus estimated Lost
Taxes (cash flow) on profits from the Ambassador Bridge.
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Refer to Exhibit 1 and Exhibit 5. Tt is important to note that subsequent to 2035, the
DRIC will continue to incur annual estimated Total Net Cash Flow Losses.

Description of Engagement

We performed various procedures and reviewed many documents and analyses

associated with our engagement, including, but not limited to, the following:

L.

10.

11.

Wilbur Smith Associates (in association with TBI Group, Resource Systems Group,
Tnc., and the Centre for Spatial Economics) Preliminary Results of the
Comprehensive Traffic and Toll Revenue Study for the Detroit River International
Crossing Project Forecast Refresh and Update Report May 2010 (“Wilbur Smith
Report™); g '

The Halcrow Group Limited Ambassador Bridge Traffic and Revenue Study 2009
Final Report (“Halcrow Report™);

The Halcrow Group Limited Ambassador Bridge Traffic and Revenue Study 2009
Final Report — Addendum (“Halcrow Addendum”); :

DIBC historical financial statements and discussions with DIBC management

regarding same;

Certain publicly available information including information contained on the
Detroit River International Crossing website www.parmershipborderstudy.com,

Report to the Legislature of the State of Michigan responding to Public Act 116 of
2009, Section 384 prepared May 1, 2010 by MDOT; ' '

MDOT’s Request for Proposal of Interest for the 'development of the Detroit River

International Crossing and responses;
Blue Water Bridge Financial Statements - Canada;

Backgrounder Detroit River International Crossing: Financial Arrangement under
a Public-Private Parinership (P3) (“Backgrounder”);

The New International Trade Crossing Project Overview by Transport Canada; and
Various press releases.

This report represents an estimated financial calculation including supporting

assumptions and an evaluation of various other related issues. This report does not contain

~ 3 Details in tables and Exhibits contained in this report may not foot to sum due 1o rounding.
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any non-financial analysis of other factors that may be considered in the decision of
building and operating the DRIC (e.g., U.S./Canada relations, national security concerns,
border crossing time, positive/negative impact on communities near proposed site, etc.). In
addition, this report does not conclude whether the DRIC should or should not be built, as
this is a decision for the respective governments and taxpayers.

Our engagement is ongoing and, as such, our findings are subject to change as a
result of further review, analysis and consideration of available and/or additional
information.

Situational Background

For several years, certain representatives of the U.S., Canada, Michigan and
Ontario Governments, and other non-governmental parties have promoted building the
DRIC over the Detroit River to link Michigan’s I-75 Freeway to Ontario’s Highway 401.
It is our understanding that building and operating the bridge would be under a public-
private partnership arrangement (“P3”), the terms of which have yet to be determined. The
DRIC would compete with the Ambassador Bridge, Detroit-Windsor Tunnel, and the Blue
Water Bridge and displace significant traffic from these crossings to the DRIC. The
current proposed site for the DRIC is approximately 1.8 miles southwest of the
Ambassador Bridge.4 The planned opening is January, 2016, but could be delayed by
Jegislative débate currently occurring in Michigan and various other factors® In addition,
CM believes no definitive timetable for the opening of the DRIC can be determined until
construction contracts have been executed which has not occurred.

The Ambassador Bridge, along with the Detroit-Windsor Tunnel and Blue Water
Bridge, are the three existing road crossings that link southeastern Michigan to
southwestern Ontario. From 1972 to 1999, the average annual growth of automobile and
commercial vehicle traffic for these crossings grew at approximately 2.4% and 5.6%,
respectively. Between 1999 and 2009, automobile and commercial vehicle traffic for these
crossings declined annually by approximately 6.6% and 3.2%, respectively. There were
many factors that led to this decline including, but not limited to, border security
tightening after the terrorist attacks of September 11, 2001, exchange rate changes, the
economic downturn of the late 2000s, and the significant decline of the domestic
automotive industry.

We also note overall traffic volumes were down approximately 43% in 2010 from
the peak volume crossings of 1999. This traffic volume trend correlates with the decrease
in the Ford/GM/Chrysler market share which decreased from 70% in 1999 to 45% in
2010. It is unlikely commercial vehicle traffic crossings in this region, related to the
automotive industry, will increase significantly as the majority of new automotive
facilities are being built outside of the U.S. and Canada in countries such as Mexico and

* Wilbur Smith Report: DRIC Project Forecast Refresh and Update, ES 2.
5 Wilbur Smith Report: DRIC Project Forecast Refresh and Update, ES 2.
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China. In addition, the few facilities being built in the U.S. are primarily being built in the
southern region.

To put the historical and projected vehicle crossings into perspective, the Halcrow
Addendunﬁl projects total vehicle crossings through 2035 will NOT exceed 1999 vehicle
crossings.

According to Transport Canada (“TC”) and the Michigan Department of
Transportation (“MDOT”), the total cost of the DRIC project will approximate $3.57
billion and includes the I-75 Interchange, U.S. Customs Plaza, U.S. Inspection Plaza,
Bridge, Canadian Toll Plaza, and the Windsor Essex Parkwaly.8

We have included all of these costs in our analysis except for the cost of the U.S.
Customs Plaza (“GSA”) ($263.6 million). We assumed that the GSA build costs and
annual operating costs will be funded by the U.S. Federal Government, and there will be
no impact on the estimated DRIC Net Cash Flows. The exclusion of these costs from the
calculation is the primary difference between previously reported estimated Total Net
Cash Flow Loss calculations stated in television infomercials and amounts stated in this
report. Whether the U.S. Government will approve these expenditures for the GSA build
costs and additional operating costs going forward is another risk for the DRIC project
being completed.

The approximate remaining $3.3 billion (after excluding the GSA cost) included in
this analysis is assumed to be repaid with interest at 8% over 25 years from cash flow
produced by the DRIC. We further assumed that approximately $1.0 billion of this
financial obligation would be allocated to the U.S. and/or Michigan and approximately
$2.3 billion would be allocated to Canada. A description of these costs can be found in
the following table and Exhibit 8.

8 The Halcrow Group Limited Ambassador Bridge Traffic and Revenue Study 2009 Final Report —
Addendum, pg. 7 versus 1999 Public Border Operators Association reported vehicle crossings.

7 Recent reports have quoted the building cost of the DRIC as high as $4 billion dollars. May 10, 2010,
“Canadian official urges Michigan to approve Detroit River bridge,” www.detnews.com.

& The New International Trade Crossing Information Package, Pg 3.
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$385.9 - Canadian Federal Funds

U.S. Customs Plaza (nofe 1) . 150.0 Canadian Federal Funds
-JU.8. Inspection Plaza (GSA} 2636 U.S.Federal Funds
Bridge 949.1 Private Financing (i.e., toll revenue)
Canadian Toll Plaza 387.6  Canadian Federal Funds
Windsor Essex Parkway 14000  Canadian Federal Funds
Total Project Cost $3,536.2 '
Total Project Cost Less GSA $3,2726
U.S. and/or Michigan Project cost _ $1.0105
U.S. and/or Michigan Project cost % 31%
Canada Project cost $2,262.2
Canada Project cost % . ' 69%
{In Millions})

Note:
(1) We have assurned that the 75 Interchange and U.S. Customs Plaza will be funded by Canadian Funds
pursuant to the reported $550 million commitment. We have further assumed U.S. and/or Michigan '
will repay the $550 million commitment.

It is important to note that there is no evidence that the funding of the above costs
have been approved by either government or a private financier. Additionally, we have not
obtained any independent third party confirmation to substantiate the above costs, such as
executed contractor bids.

In addition, and as noted in the footnote in the table above, it has been reported
that the Canadian Government has committed up to $550 million to finance project
- components in Michigan (I-75 Interchange & U.S. Customs Plaza) that would not
otherwise be funded by the public-private partnership or the U.S. and/or Michigan
Government, It is our understanding that the terms of Canada’s $550 million commitment’
have not yet been negotiated, approved and/or finalized by Canada.'® That
notwithstanding, we have assumed that the I-75 Interchange and U.S. Customs Plaza
would be financed utilizing the $550 million commitment. ' '

It has also been reported that the Canadian Government will pay for Michigan’s
portion of the DRIC project and absorb all operating shortfalls.!! However, we are not
aware of any formal documentation to support this assertion. Additionally, we have not
located any evidence on how the revenue displacement from the Blue Water Bridge and
" Detroit — Windsor Tunnel to the DRIC will be covered by any party, including Canada.

9 We have assumed that the $550 million obligation is repaid to Canada from the estimated DRIC Net Cash
Flows at a rate of 8% over 25 years and included as interest income for Canada. o .
1 April 2010, Letter to Governor Granholm from John Baird, P.C., M.P.

Il Ag stated by Tom Shields, Spokesman for the NITC Coalition, April 29, 2011.
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Estimated Total Net Cash Flow to U.S. and/or Michigan

We prepared (wo estimated Total Net Cash Flow Loss scenarios which will be
referred to as the “CM Primary Calculation” and “CM Secondary Calculation.” The CM
Primary Calculation is primarily based on the Halcrow Report/Addendum. The CM
Secondary Calcnlation is primarily based on the Wilbur Smith Report and the
Backgrounder. As will be more fully discussed below, we believe the traffic volume
projections contained in the Halcrow Addendum are more reasonable than the Wilbur
Smith Report.

CM Primary Calculation
Estimated DRIC Net Cash Flow Loss to U.S. and/or Michigan

The first step in calculating the estimated DRIC Net Cash Flow Loss was to
project total toll revenue based upon total projected crossing traffic volumes for the
southeast Michigan/southwest Ontario region. We then allocated the total toll revenue to
each of the road crossings, including the DRIC. Next, we projected cash outflows of the
DRIC including, operating expenses (excluding depreciation), capital expenditures, and
debt service. Lastly, we allocated the estimated DRIC Net Cash Flow Loss to the U.S.
~ and/or Michigan.'* Refer to Exhibit 1 for more detail.

Toll Revenue

To project total toll revenue, we utilized 2010 toll rates”” adjusted annually by an
estimated inflation rate of 2.2%." We then multiplied these toll rates by the crossing
traffic volumes contained in the Halcrow Addendum. Refer to Exhibit 3.

We believe the crossing traffic volumes in the Halcrow Addendum versus the
Wilber Smith Report provide a reasonable basis to project total traffic crossings for the
following reasons:

1) Halcrow’s accuracy in previous projections vs. actual:

e Halcrow’s 2010 projected crossing volumes were within 1% for
commercial vehicles and 2% for automobiles. "

12 projected toll revenue and operating expenses were allocated 50% to the U.S. and/or Michigan and 50% to
Canada.

13 Projected toll rates based on actual average toll rates at the Ambassador Bridge in the first quarter 2010.

4 The U.S. Bureau of Labor Statistics; the Puget Sound Economic Forecaster.

15 Based on CM’s comparison of Halcrow’s projected traffic volume crossings versus the Public Border
Operators Association’s actual 2010 crossings.
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2) The Wilbur Smith Report is perceived as optimistic by the investment
cCommunity:

e Certain investment analysts who have experience with large
infrastructure projects believe the Wilbur Smith Report to be wildly
optirnistic.16

3) Projections for proposed new toll facilities appear fo consistently overestimate
crossing traffic volumes:

e A July 2008 report by the Center for Transportation Research at The
University of Texas at Austin states a majority of toll road projects
overestimated traffic levels in the first five years by at least 20% to
30%."

e An S&P study by Bain in 2005 reviewed 104 toll road projects and
concluded that volume projections were overestimated by
approximately 30%.'®

For all of the above reasons, we have used the Halcrow Addendum crossing traffic
volumes in the CM Primary Calculation, as we find its projected volumes to have a
reliable basis.

It should be noted that our calculation does not assume any Capacity
issues/constraints because total estimated crossing traffic volumes through 2035
(approximately 22.9 million automobiles and commercial vehicles in 2035) does not
exceed the highest recorded annual traffic crossing volume of approximately 27.6 million
for the three crossings in 1999.

With respect to toll rates, we believe, it is reasonable to assume that toll rates will
only increase by inflation because of the increased competition for crossing traffic with
the addition of the DRIC. We note the Ambassador Bridge has a much lower cost
structure and could lower its toll rates in an attempt to maintain or increase market share.
This would be a common business sense approach with increased competition. If we
assumed that the DRIC lowered its toll rates in response, the estimated DRIC Net Cash
Flow Loss would increase accordingly. It is important to note that we highlight this
possible scenario to support our assumption that toll rates will only grow at the rate of
inflation. As of the date of this report, no person affiliated with DIBC has advised us that
this would be their strategy.

16 Washington D.C.-based International Finance Corp.

17 July 2008 Report by the Center of Transportation Research at the University of Texas at Austin: Actual
vs. Forecasted Toll Usage: A Case Study Review.

Brpollroad News — Bain's Guide to traffic & revenue studies — new book on forecasting error, April 2009.
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The final requirement for our projected toll revenue calculation is to allocate our
projected total toll revenue to the four crossings. We used the market share data from the
Wilbur Smith Report for each year of the projection.

Tn 2010, market shares for total vehicle crossings at the Ambassador Bridge, Blue
Water Bridge, and Detroit-Windsor Tunnel approximated 47%, 32% and 21%,
re:S];)ectively.19 Based on the Wilbur Smith Report, from 2016 through 2035, market shares
for these same crossings are expected to decline by approximately 44%, 23%, and 22%,
respectively, as a result of the shift in traffic volumes to the DRIC. It is noteworthy to
point out that in 2016 approximately 34%, or $21.3 million, of the DRIC’s traffic volume
is merely the result of a revenue shift from one government owned entity to another.

Operating Expenses

Tn order to arrive at the estimated DRIC Net Cash Flow Loss attributable to U.S.
and/or Michigan, operating expenses are required to be deducted from the projected DRIC
toll revenues. Operating expenses include salaries, wages, and fringe benefits for bridge
and administrative personnel as well as bridge maintenance, insurance, taxes, utilities, and
rent. To estimate the total DRIC operating expenses, we assumed operating expenses of
the DRIC would approximate $15.2 million or approximately $7.6 million for the U.S.
and/or Michigan in 2016, consistent with the historical operating expenses of the
Ambassador Bridge.”® We compared this estimate to the Blue Water Bridge total pro-
forma operating expenses for 2009 of approximately $15.6 million and deemed the
estimate to be reasonable.”! After 2016, operating expenses were increased annually by
inflation given the high fixed cost structure of the business.

We believe using the Ambassador Bridge operating expenses as the basis for
projecting operating expenses for the DRIC project is a conservative approach because
operating expenses as a percentage of toll revenue for the Ambassador Bridge (24%) are
lower than other bridges in which operating expense information is publicly available.
For example, operating expenses as a percentage of toll revenue for the Peace Bridge of
74%, Blue Water Bridge — Canadian side of 57%, and Detroit-Windsor Tunnel — Canadian
side of 64%, are all significantly higher than the 2016 estimated DRIC operating expense
ratio of 24% which was utilized for the CM Primary Calculation.

It is also important to note that our projected DRIC operating cost analysis does
not include other required operating costs related to Customs and Border Protection {(e.g.,
customs agents, Nexus border pass operations, patrol cars, customs booths, etc) which are
not repaid in our calculation. DIBC management estimates these costs could exceed

19 public Border Operators Association (PBOA) reported crossings.

20 M adjusted Ambassador Bridge actual operating expenses for repair and maintenance, non-cash, and
other non-recurring items that would likely not be applicable to the DRIC.

2! Biue Water Bridge Authority Summary of Operating Budget Summary of Capital Budget Canada
multiplied by two. _

L
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approximately $22 million on an annual basis. For purposes of our report we excluded
these costs and assumed that they would be funded by the Federal Government.”

For conservatism, we assumed no capital expenditures through 2035 (consistent
with the Wilbur Smith report) when calculating the estimated DRIC Net Cash Flow Loss.

Cost of Bridge/Cost of Capital

Cost of Bridge

In order to arrive at the estimated DRIC Net Cash Flow Loss, the cost to finance
the construction of the bridge must be calculated and subtracted from projected revenue
after operating expenses. As previously discussed, we assumed approximately $3.3 billion
as the total cost of the DRIC project. Again, the $263.6 million (GSA) has been excluded
from our analysis as shown in the following table.

canadi Annual

1an .

I-¥5 IiChange C:Ttoms Toll Plaza Principal &
aza Interest

U.S. anc/or Michigan

U S. andlor Mlchlgan % 100.0% 100.0% 50.0%

Canada %. - . 50.0% 100.0% 100.0% 69.1% 69.1%
(In Miltions)
Notes:

Tha .. Customs Plaza cost of $150.0 million excludes the GSA cost of §263.6.
Above build cost and allocation uilized in Primary and Secondary Calculaiion.

Source:

The Mew Intemational Trade Crossing Project Ovendew.

We were not able to obtain and review a detailed build-up of the above estimated
DRIC costs including bids from qualified bridge construction contractors. Had we been
able to review the detailed build-up of the above construction costs, we would have
analyzed the maierial cost assumptions used to arrive at the bridge cost amounts because
certain material (steel, etc.) costs can increase at rates greater than inflation. Based on
this review, we may bave found that the total costs of the DRIC appear high, low, or

2 We were unable to independently verify these cost estimates as of the date of this report so these costs are
excluded from our operating expense analysis.
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reasonable. However, since we have no -detailed cost build-up, and the cost information
listed above was the only publicly available information we were able to obtain, we used
these total bridge costs in our estimated DRIC Net Cash Flow Loss calculation. :

Furthermore, we note that historically, significant cost overruns have occurred for
the construction of bridges. For example, in the State of Michigan, a 57% cost overrun
occurred for the refurbishment of Zilwaukee Bridge in 1987.2> Moreover, the Port Mann
and Golden Ears Bridge projects in Canada incurred significant cost overruns.”! Finally,
according to a 2002 study contained in The Journal of the American Planning Association,
North %mcrican bridge construction project costs exceeded their initial estimates by
25.7%.

-Cost of Capital

We assumed that certain bridge costs will not be subsidized by the U.S. and/or
- Michigan governments and therefore will need to be repaid with a rate of return. Under
both the CM Primary and CM Secondary calculation, debt service for the U.S. and/or
~ Michigan will approximate $94.7 million annually. A description of the approximate
$94.7 million annual debt service calculation is described later in this report.

MDOT requested and received numerous Proposals of Interests from firms with
experience in developing and/or financing large transportation infrastructure projects.
Many of these firms also have experience with P3 arrangements. Given the preliminary
stage of the proposed DRIC project, the Proposals of Interest reviewed by CM did not
provide a definitive capital structure and/or required rate of return on the project. ‘Many of
the proposals indicated that the capital structure and rate of return would depend on
numerous factors including whether the financing would be paid back via toll revenues,
availability payments (guaranteed payments made by government project sponsor), or a
combination of the two. The reviewed proposals indicated that if the financing was only
going to be repaid from toll revenues, this would likely result in a higher cost of capital
due to increased risk. If the financing was going to be guaranteed/partially guaranteed
with availability payments from the government, this would likely result in a lower cost of
capital. Certain government representatives, in both U.S. and Canada, have indicated that
the DRIC would not be subsidized with government dollars. This is inconsistent with
many of the Proposals of Interest that have indicated that a government availability
payment structure would be preferable. This preference could be related to the lack of
confidence in the ability of the DRIC to repay its debt from operating cash flows.

HRefer to article entitled “Two years later, MDOT still investigating Zilwaukee Bridge mainlenance mishap
that closed span for months” According to Barrie Barber of Saginaw News, November 28, 2010.

2 Refer to article entitfled “Port Mann Bridge is just the latest B.C.. boondoggle in the making” by Maureen
Bader, March 10, 2009, and article entitled “P3 bridge costs ramp up” by Nick Rockel, December 8, 2005
from www.straight.com. o

= Flyvberg, Holm, and Buhl, “Underestimating Costs in Public Works Projects, Error or Lie?”, J ournal of
the American Planning Association, Vol. 68, No. 3, Summer 2002. S
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Based upon the available projected financial information of the DRIC, we believe
that without a government subsidy or guarantee, the DRIC could not obtain financing
because the projected financial results are a significant annual cash loss. However, we
have been asked to calculate the estimated Total Net Cash Flow Loss to the U.S. and/or
Michigan as a result of the DRIC project so, in order to perform that calculation, we have .
assumed the project would be able to obtain financing.

Recent infrastructure bond issuances indicate that for a BBB- rated bond, the
coupon ranged from approximately 5% — 7% for a term of 9 to 25 years.”® To account for
the likely scenario that the DRIC project would include subordinated tranches of debt
(more risk, higher interest rate) and an equity return (yet higher return) component, we
assumed a overall rate of return of 8% for the entire cost of the project and a 25 year term.
It would be reasonable to assume the required rate of return for this project would be
significantly higher for private' investors who assumed the risk of operating losses.
However, we chose to be conservative with our capital structure assumptions. It is
important to note that we believe that without a government guarantee, the cost of capital
for the DRIC project could be significantly in excess of our 8% assumption.

Utilizing the terms stated above, the total annual principal and interest payments
would approximate $306.6 million for 25 years. See table below for further detail.

2622 2726

stlrnated DRIC Project Cost {Less GSA) 1,010.5

Term (Years) 25 25 25

Interest Rate 8.0% 8.0% - 8.0%

Estimated Annual Debt Setvice ($94.7) ($211.9) ($306.8)
{In Millions)

Based upon our determination of projected toll revenue, operating expenses, and
- the cost of bridge/cost of capital, the estimated DRIC Net Cash Flow Loss attributable to
the U.S. and/or Michigan from 2016 through 2035 totals approximately $1.1 billion and
ranges annually from approximately $70.7 million in 2016 to approximately $40.1 million
in 2035. Again, it is important to note that Subsequent to 2035, the DRIC will continue to
incur annual estimated Total Net Cash Flow Losses. Refer to the table below and Exhibit
L _ _

26 Toll Road Debt Secondary Trading Levels, Bloomberg.
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Frimaty Lee s
DRIC Revenue ' §63.1 §132.2

$1868.6

Operating Expenses _ [15.2) {23.0) (376.8)
Capital Expenditures _ 0.0 0.0 0.0
Estimated DRIC Net Cash Flow Before Debt Senice $47.9 $100.2 - $1,401.7
1.S. and/or Michigan Operating Allocation % 50% 50% 50%
-1U.S. and/or Michigan DRIC Nei Cash Flow Before Debt Senice §23.9 $54.6 $745.9
Principal and Interest (306.6) (306.6) (6,131.5)
U.S. andfor Michigan Debi Senice Allocation % _ 31% 31% 3%
U.S. andfor Michigan Principal and Interest ($94.7) ($94.7) {$1,893.2)
Estimated DRIC Net Cash Flow Loss {370.7) (340.1) {$1,147.3)
(in Millions}

Estimated Lost Profits (Cash Flow)

The next step in determining the estimated Total Net Cash Flow Loss to the U.S.
and/or Michigan is to consider the estimated Lost Profits (cash flow) from the Blue Water
Bridge and Detroit-Windsor Tunnel as a result of traffic volumes shifting to the DRIC.”

As previously discussed in this report, market shares of the Blue Water Bridge and
Detroit-Windsor Tunnel are estimated to decline approximaicly 23% and 22%,
respectively, as a result of the DRIC. Based upon our review of the operating cost
structure of the Ambassador Bridge, we determined that approximately 7% of the
operating costs for the Ambassador Bridge were variable. However, for purposes of the
above calculation, we considered the revenue loss to be so significant that management of
the Blue Water Bridge and Detroit-Windsor Tunnel would also be required to reduce fixed
costs. As such, we assumed an operating expense reduction of 25% on projected lost toll
revenue. Finally, we assumed that 50% of the operating profits belong to U.S. and/or
Michigan. Our findings are summarized in the following table. Also, refer to Exhibit 1.

%7 Lost Profits (cash flow) are defined as projected lost revenue reduced for estimated operating expenses at
‘the Blue Water Bridge and the Detroit-Windsor Tunnel. ' :
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stimated Total Lost Revenue - Blue Water Bridge & Detroit - Windsor Tunnel (21

Operating Expenses - 5.3
Net Profit (cash flow) (Loss) ($16.0)
U.S. and/or Michigan Allocation ' ' 50%
Estimated Lost Profits (Cash Fiow) to U.S. and/or Michigan ($8.0)
(In Millions) -

Estimated Lost Taxes (Cash Flow)

We assumed the DRIC will not pay income taxes. This means the U.S. and/or
Michigan will lose income taxes on estimated lost Ambassador Bridge profits as a resuit
~ of traffic volumes shifting to the DRIC. Our calculation is shown in the table below for
2016:

Total Lost Revenue - Ambassador Bridge
Operating Expense

Net Profit (Loss)

U.8. and/or Michigan Allocation % -
U.S. and/or Michigan Allocation Net Profits {Loss)

Tax Rate
Esti_mated Lost Taxes (Cash Flow) to U.S. and/or Michigan {$6.2)
(In Millions)
Conclusion

Based on the conservative assumptions utilized above, the estimated Total Net
Cash Flow Loss aitributable to the U.S. and/or Michigan as a result of the DRIC project
totals approximately $1.5 billion from 2016 through 2035 and ranges annually from
approximately $84.9 million in 2016 to approximately $67.1 million in 2035. It should be
noted that subsequent to 2035, the DRIC will continue to incur annual estimated Total Net
Cash Flow Losses. Refer to the table below and Exhibit 1. - -
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- {USS. andor Michigan Allocation of Esimated DRIC Net Cash FlowLoss ($707) (340.1) {§1.1473)
- |Estimated Lost Profits (cash fiow) of Govemment Guned Crossings to U.S. and/or Michigan (80} (125) (202.7)
Estimated Lost Income Tax {cash flow) - U.S. andfor Michigan (62) (146) {195.9)
Estimated Total Net Cash Flow Loss to US, andfor Michigan (3849) {§67.1) §1,5459

{in Milions)

CM Secondary Calculation

As we discussed above, the CM Primary Calculation was based upon the Halcrow
Report/Addendum and our analysis of the Ambassador Bridge’s historical financial
statements and resulted in an estimated Total Net Cash Flow Loss of approximately $1.5
billion from 2016 through 2035.

We also performed a Secondary Calculation using the more aggressive traffic
volume assumptions contained in the Wilbur Smith Report as well as operating expenses
estimated by MDOT which we belicve are unreasonable.”® It is important to note that even
in the Wilbur Smith Report, projected total traffic crossing volumes do not exceed 1999
traffic volume levels until 2028, 17 years from now. Under CM’s Secondary Calculation
methodology, the estimated Total Net Cash Flow Loss to the U.S. and/or Michigan is
approximately $1.2 billion from 2016 through 2035 and ranges annually from
approximately $76.5 million in 2016 to approximately $41.7 million in 2035. Our
calculations are summarized in the following table. Also, refer to Exhibit 2.

US. andior Michigan Alocation of Estimated DRIC Net Cash Flow Loss ($60.9) $20 {8622.1)

Estimatad Lost Profits (cash flow) of Govemment Owned Crassings to U.S. and/or Michigan 8.7 {245) (3224)] .

Estimated Lost Income Tax (cash flow) - U.S. and/or Michigan (6.9) (19.2) {255.8)

Estimated Total Net Cash Flow Loss o U.S. andior Michigan (576.5) {$41.7) ($1,200.3)
(In Millions)

2 MDOT estimated annual operating expenses are approximately $2.7 million. MDOT’s estimate is a small
fraction of the 2009 pro forma operating expenses reported by the Blue Water Bridge of approximately
$15.6 million. : . o : :
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Below is a summary comparing the estimated Total Net Cash Flow Loss t0 the
U.S. and/or Michigan between the CM Primary Calculation and the CM Secondary
Calculation in 2016. ' :

m———_

U.S. andlor Michigan Allocation of Esfimated DRIC Net Cash Flow Loss {$70.7) ($60.9) $98

Estimated Lost Profits (cash flow) of Govemment Owned Crossings to U.S. and/or Michigan (89) 8.7 (0.7}

Estimated Lost ncome Tax {cash fiow} - U.S. and/or Michigan (6.2) {6.9) {08)

Estimated Total Net Cash Fiow Loss to U.S. and/or Michigan ($84.9) (876.5} $8.4
(I Milkions)

Under both calculation scenarios, the estimated Total Net Cash Flow Loss to the
U.S. and/or Michigan is significant. ‘

Estimated Total Net Cash Flow Loss to Canada

We also estimated the Total Net Cash Flow Loss atiributable to Canada as a result
of the DRIC project by utilizing the same assumptions, including the cost of capital
assumption, we used above for the CM Primary Calculation. CM was not able to obtain
publicly available information regarding the proposed capital structure for Canada and
therefore, utilized the U.S. and/or Michigan cost of capital assumptions.

Based upon our analysis, the estimated Total Net Cash Flow Loss attributable to
Canada approximates $3.2 billion from 2016 through 2035 and ranges anpually from
approximately $158.1 million in 2016 to approximately $165.3 million in 2035. Our
findings are summarized in the following table and at Exhibit 3.

208
Canada Allocation of Estimated DRIC Net Cash Flow _ (B1440y - ($1383) - (h8083)}
Esiimated Lost Profits (cash flow) of Govemment Owned Crossings to Ganada 80) {12.5) (2027)
EstimatedLost income Tax {cash flow) - Canada ' (62) (14.6) (195.9)
Estimated Totai Net Cash Flow Loss to Canada - {§158.1) {$165.3) ($3,2049
(In ilions)
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Estimated Total Net Cash Flow Loss (U.S. and/or Michigan and Canada)

Based upon the forgoing analysis, the estimated Total Net Cash Flow Loss to U.S.
and/or Michigan and Canada as a result of the DRIC project totals approximately $4.7
billion from 2016 through 2035 and ranges from approximately $243.0 million in 2016 to
approximately $232.4 million in 2035. Our findings are summarized in the table below
- and in Exhibit 9. '

035

Estimated DRIC Nei Cash FlowLoss - {$214.7) ($178.3) ($3,953.5)

Estimated Lost Profits (cash flow) of Govemmeni Owned Crossings O ($160) {$25.0) {$405.4)

Estimated Lost Income Tax (cash flow) - Ambassador Bridge {$12.4) (§29.1) (3391.8)

Estimaied Total Net Cash Flow Loss . (§243.0) ($232.4) ($4,750.8)
(InMillions)

Estimated Total Market Toll Revenue vs. Debt Service

To put the estimated Total Net Cash Flow Loss of building the DRIC project into
context, even if one were to assume that the DRIC captured 100% of the market, projected
total annual toll revenues would fall substantially short of meeting its estimated annual
debt service requirements before consideration of any other expenses. To illustrate this
point and as is shown in the table below, 2016 projected toll revenues for the entire market
is estimated at approximately $159.2 million. However, the DRIC’s annual debt service
requirements arc estimated at $306.6 million, almost double the estimated market
revenues for that year. In short, from a business perspective, the DRIC is not a viable
investment whereby it can pay its operating expenses and costs of capital. See following
table for further detail.

Estimated Total Market Toll Revenue $79.6 $79.6 $159.2 |

Estimated Total Debt Senice (94.7) (211.9) (306.6)

Estimated Total Debt Service in Excess of Total Market Revenue - {8151) {$132.9) {$147.4)
(In Millions)
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Brea_k-Even Analysis

Even assuming the DRIC could address the estimated financial shortfall discussed
above by increasing its toll rates, the DRIC would have to increase projected toll rates by
134% to cover the shortfall discussed above. At this toll rate level, the DRIC would not
be competitive with other crossings and consequently, not a viable solution. Our
calculation is summarized in the table below. .

DI Estrmated Crossing Volumes _ 5.7
DRIC Estimated Toll Revenue $63.1
Blended Toll Rate ' $11.05
Estimated Total Net Cash Flow Loss $84.9
DRIC Toll Revenue 63.1
Total Revenue to Cover Cash Flow Short Fall 148.0
DRIC Crossing Volumes _ 57
Total Revenue to Cover Cash Flow Short Fall : . 148.0
Toll Rate to Cower Cash Flow Short Fall $25.92
Toll Rate Increase to Cover Cash Flow Short Fall 134%
{in Millions) Excluding Toll Rates and Percentages

Yolume Sensitivity

We acknowledge that the calculation of the estimated Total Net Cash Flow Loss to
the U.S. and/or Michigan is sensitive to certain factors and assumptions. For instance, the
crossing traffic volumes projected in both the Halcrow Addendum and the Wilbur Smith
Report depend on many factors including, but not limited to, overall economic growth
- (GDP), automotive production in the U.S. and Canada, population and demographics,
exchange rates, and gas prices. ' '

For purposes of providing sensitivity around the estimated Total Net Cash Flow
Loss calculation related to crossing traffic volume, we increased crossing traffic volumes
by 5%. Increasing crossing traffic volumes by 5% in 2016, resuits in only an approximate
$1.8 million reduction to CM’s estimated Total Net Cash Flow Loss calculation. This
analysis illustrates that changes in traffic volume assumptions do not materially change
our Total Net Cash Flow Loss amount. See table below for further detail.
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8. andfor Michigan Alocation of Estimated DRIC Net Cash Flow Loss ($707) (6669) $38

Esiima_ied Lost Profits (cash flow) of Goverment Owned Cressings oS, and/or Mchigan (80) {9.3) ' 1.3

. Estimated Lost Iicome Tax (cash flow) - U.S. andlor Mchigan (6.2) (8.9) {07

| Estimated Total Net Cash Flow Losste U.S. andfor Michigan ($84.9) {563.1) $1.8
{In Mlicns)

Project Risks

Notwithstanding the quantitative analysis herein, there are a number of other
factors associated with the DRIC project that could significantly impact the success or
failure of the project. CM believes these other factors increase the overall risk of the
DRIC project. These other risk factors include, but are not limited to, the following:

1. No DRIC business plan, inclusive of financial projections;

2. No comprehensive analysis has been published that defines the economic
" benefit of the DRIC;

3. Unknown operator with no historical track record,

4, Unidentified financing source or structure;

a. Given CM'’s calculation, financing source unlikely;

b. Operators have expressed an availability payment structure
preference which is inconsistent with the government’s proposed
structure; '

5. Lack of required government approvals;
6. No written plan that addresses how the financial shortfall of the DRIC will

be covered; and

-1 U.S. and state budgets deficits, and risk of new federal and state projects
not getting approved.

" In addition to the above factors, CM referenced earlier in this report that cost
overruns for infrastructure projects are common. Also, the timing of the DRIC project
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‘Conclusion

_ Based upon the analysis we performed above, the estimated Total Net Cash Flow
" Loss attributable to the U.S. and/or Michigan as a result of the DRIC project approximates
 $1.5 billion from 2016 through 2035 and ranges annually from approximately $84.9
‘million in 2016 to approximately $67.1 million in 2035. Combining the estimated Total
Net Cash Flow Loss to the U.S. and/or Michigan with the approximate $3.2 billion
Canadian shortfall, results in a ftotal shortfall associated with the DRIC project of
approximately $4.7 billion.

Even if we used the more aggressive assumptions contained in the Wilbur Smith
report and operating expenses estimated by MDOT, the estimated Total Net Cash Flow
Loss to the U.S. and/or Michigan approximates $1.2 billion from 2016 through 2035
‘which, if combined with the approximate $2.9 billion Canadian shortfall, it results in a
total shortfall associated with the DRIC project of approximately $4.1 billion.

This report is an estimated financial calculation only and does not include non-
financial analyses (e.g., U.S. /Canada relations, national security concerns, border crossing
time, positive/negative impact on communities near proposed site, etc.) which may be
considered in the decision of building and operating the DRIC.

The opinions expressed herein are subject to change :if additional information is
received and reviewed after the date of this report.

# % k% ¥

We would be pleased to discuss further the contents of this report with DIBC, and
we appreciate the opportunity to be of service in this matter. :

Respectfully submitted,

CONWAY MACKENZIE, INC.

7

Van E. Conway
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"|DRIC Revenue

Revenue From Ambassador

Revenue From Blue Water Bridge

Revenue Fsom Detroit-Windsor Tunne}

Blug Water Bridge/DRIC Toll Variance Adjustment
Estimated Total Revenue

Qperating Cost (With Inffation)
Capital Expenditures
Net Cperating Profit (Loss)

U.S. andfor Michigan Operating Allocation %
U.S. andfor Michigan Operating Profit

Deht Service - Principal & Inferest
U.S. and/or Michigan Debt Senvice Allocation %
U.S. andfor Michigan Debt Senice

Estimated DRIC Net Cash Flow Loss to U.S. andfor Michigan

Lost Profits of Government Owned Crossings
1.8, andir Michigan Operating Allocation %

Estimated Lost Profits {cash flow) of Government Owned Crossings to U.5. and/or Michigan

Lost Profits of Ambassador Bridge

U.S. and/or Michigan Operating Allocation %

U8, andfor Michigan Lost Profit of Ambassador Bridge
Tax Rate

Estimated Lost Income Tax {cash flow) - U.S. and/or Michigan
Estimated Total Net Cash Flow Loss to U.S. and/for Michigan

§412 - $971 $1,3062
157 329 4705
55 03 70.1
08 17 218
$63.1 $1322 $1,868.6
(15.2) (23.0) (376.8)
§47.9 $109.2 §1.4917
50% 50% 50%| -
§23.9 $546 $745.9
(306.6) (306.6) (8,131.5)
3% 3% 31%
(694.7) ($04.7) $18932]
(§70.7) {$401) GRGE) )
(16.0) (25.0) (405.4)
50% 50% 50%
($8.0) (§125) {§202.7)
(309) {728) (979.6)
50% 50% 50%
(155) (36.4) (489.8)
40% 40% 40%
(§6.2) (§145) ($195.9)
(§84.9) 367.1) ($1,545.9)
{In Milions)
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Revenue From Ambassador

Revenue From Blue Water Bridge

Revenue From Detroit-Windsor Tunnel

DRIC Revenue Other (Motorcycle, etc.)

Blue Water Bridge/DRIC Toll Variance Adjustment
Estimated Total Revenue

Operating Cost (With Inffationy)
Capital Expendiures

Net Operating Profit
U.S. anddfor Michigan Operating Allocation %

U.S. andjor Michigan Operafing Profit

Debt Service - Principal & Interest
U8, andfor Michigan Debt Service Allocation %

U.5. and/or Michigan Debt Service
Estimated DRIC Net Cash Flow Loss to U.S. andfor Michigan

Lost Profits of Government Owned Crossings
U.S. and/or Michigan Operating Allocation %

Estimated Lost Profits (cash flow) of Government Owned Crossings to U.S. and/or Michigan

Lost Profits of Ambassador Bridge

U.S. and/or Michigan Operating Adocation % :
U.S. and/or Michigan Lost Profit of Ambassador Bridge
Tax Rates

Estimated Lost Income Tax {cash flow) - U.S. andfor Michigan
Estimated Total Net Cash Flow Loss to US, andfor Michigan

$46.3 $128.2 $1,7053
16.6 456 6093
6.6 197 2504
05 14 186
04 1.2 144
$704 $196.1 §2,597.
28) (28) (55.9)
$676 $1933 §2,542.1
50% 50% 50%
§338 $96.7 $12710
(306.6) (306.6) (6,131.5)
31% 31% 31%
(94.7) ©47) (1,893.2)
(560.9) $2.0 ($622.1)
{174) (49.0) (644.8)
50% 50% 50%
($8.7) (§24.5) ($322.4)
(34.7) (96.2) (1.279.0)
50.0% 50.0% 50.0%
(17.4) (48.1) (639.5)
40% 40% 40%
(63 (8192) (§255.8)
($76.5) $41.7) ($1,2003)

(In Millions)
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AMBASSADOR BRIDGE Blue Water Bridge  DETROIT - WINDSOR TUNNEL| DRIC TOTAL
Year Cars | Trucks | Total | Cars | Trucks | Total Cars | Trucks | Tofal Cars | Trucks | Tofal | Cars [ Trucks [ Total
*200¢ 419 228 647| 313 134 447 3.89 0.06 3.95 - - - 11.24 368| 1489
2010 454 268 722 331 143 474 350 0.06 3.56 - - - 1135 4197| 1552
2011 4.31 278 708 33 156 487 371 0.05 3.76 - - - 1133 439 1572
2012 446| 283 729| 339( 160| 499 385 0.06 3.91 - - - 1170 4491 1619
2013 456 303 759| 346 166 511 393 0.06 3.8 - - - 1184 475 16869
2014 46541 307 177 3.51 167| 518 398 0.07 4,05 - - - 1213) 481] 1694

2015 472 343| 785( 357 169| 526 4.00 0.07 407 - - 1220 489 1748
2016 295( 165| 4359 3.1 1.07; 407 290 0.05 295t 3408| 222| 67| 1244 498| 1742
2017 297 168! 465| 315| 108| 423 293 005 2681 353| 225 578) 1258| 506( 1764
2018 300 1.7 4.71 31g( 110 429 297 (.08 300| 356| 229| 585[ 1272 515[ 1787
2019 303| 175, 479| 3241 1142| 436 3.01 0.08 307| 3600 234 594| 1288| 528 1816
2020 3.08 179| 485 328| 114 442 304 006 340 363 239 6021 1301 539 | 1840
2021 3.0¢ 183 492| 332| 1147) 449 309 0.07 315| 567| 244| 611| 1317| ©550( 1867
2022 312 187| 499 33| 1.19| 458 3.12 0.07 319 370| »249| 648| 1330[ ©561| 1891
2023 3158 1.91 506 341 1.21 462 3.16 007 324 373| 253| 627! 1346 572( 1918
2024 3.18 195| 513} 346 123 460 .21 0.08 3981 377| 258| 636| 1362 584; 1946
2025 3.21 199 520] 350 125% 476 3.25 0.08 333 381 264! 644| 1377| 596] 1973
2026 325 202| 527 355 127 482 3.29 .08 337| 384| 268| 6521 1393 6.06| 19.80
2027 32| 207| 535| 380 130| 490 333 0.09 342| 2389| 273| 662| 1410 649] 2029
2028 332| 210| 542| 385 132| 4.98 337 0.09 3470 393| 279| 672 1427| B31] 2058
2029 335 215| 550[ 37 135| 5.06 342 0.10 352 337| 284 682 14450 644) 2089
2030 339| 219| 558| 3761 138] 514 347 0.4 357 402! 280 682] 1464| 6581 21.22
2031 3431 - 223| 566) 382] 14 522 3.51 0.1 363| 4071 206| 7.03| 1483| 671 2154
2032 3471 227| 574| 388| 143] 53 3.56 0.12 368| 442| 802| 713| 1503| 684| 2187
2033 3.51 232] 583 393 146| 540 3.61 0.13 a74] 447| 308! 724| 1523] 688 2
2034 356| 2360 592| 399| 149| bd8 3.66 0.13 380 422| 314] 735] 1543| 7.12| 2255
2035 360 241 8.01 406 152| 558 3.72 0.14 386| 427| 320 747| i565| 7.28| 2291
(In Millions}

*2009 traffic figures observad per Halcrow 2009 Ambassaor Bridge Traffic Study, May 2010, Addendum Table AB

Notes:
Figures reported above represent Halcrows Traffic and Revenue Study, May 2010, Addendum Table AB
Starting in year 2016, CM allocated cerlain volumes from Halrow's projections to DRIC to be cansistent with DRIC market share reported in the Wilbur Smith Report
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D gvenue

Operaling Expenses

Capital Expenditures

Principal & Inferest

U.S. and/or Michigan Operating Allocation %
U.S. and/or Michigan Debt Service Allocation %
Estimated DRIC Net Cash Flow Loss {0 U.S. andfor Michigan

Lost Profits of Government Owned Crossings

Estimated Operating Expense Reduction

Estimaled Net Profits {cash flow)

U.8. andfor Michigan Operating Allocalion %

Estimated Loss Profits (cash flow) to U.S. and/or Michigan

Lost Profits of Ambassador Bridge

. |Estimated Opetrafing Expense Reduction
|Lost Profit (Cash Flow} of Ambassador Bridge

U.S. and/or Michigan Operaling Allocation %
L1.8. and/or Michigan Lost Profit of Ambassador Bridge

. | Tax Rates

Estimated Lost Income Tax (cash flow) - U.S. and/or Michigan
Estimated Total Net Cash Flow Loss to U.S. and/or Michigan

$704 (57.3)
(2.8) (12.4)
(306.6) (306.6) 0.0
50% 50% 50%
31% 31% 31%
($70.7) ($60.9) ($9.8)
(21.3) (23.2) 19
53 58 (0.5)
(16.0) - (17.4) 14
50% 50% 50%
($8.0) ($8.7) $0.7
(41.2) (463) 5.4
103 116 (1.3)
(30.9) (34.7) 38
50% 50% 50%
(15.5) (17.4) 19
40% 40% 40%
($6.2) ($6.9) $0.8
($84.9) ($76.5) ($8.4)

(in Mittions)
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DRIC Revenue
Revenue From Ambassador

Revenue From Blue Water Bridge
Revenue From Detroit-Windsor Tunnel
Blug Water Toll Variance Adjustment
Estimated Tolal Revenue

Operating Cost (With Inflation}
Capitaj Expenditures
_ [Debt Service - Principal & interest
" }Total DRIC Net Cash Flow Loss
Canada Operating Aflocation %
Canada Debt Senvice Allocation %
Interest Income
Estimated DRIC Net Cash Flow Loss to Canada

Lost Profits of Govemment Gwned Crossings
Canada Operating Allocation %

Estimated Lost Profits {cash fiow} of Government Owned Crossings to Canada

Lost Profits of Ambassador Bridge
Canada Operating Allocation %

Canada Lost Profit of Ambassador Bridge
Tax Rate

Estimated Losi Income Tax (cash flow) - Canada

Estimated Total Net Cash Flow Loss to Canada

$41.2 $97.1 $1,306.2
157 329 4705
55 03 70.1
05 17 218
$63.1 $132.2 31,8686
(15.2) (23.0) (376.8)
(306.6) (306.6) (6,1313)
(258.7) (197.4) (4,639.7)
50% 50% 50%
69% 69% 69%
4.0 19.1 686.2
(5144.0) ($138.3) (§2,806.3)
(16.0) - (25.0) (405.4)
50% 50% 50%
($8.0) ($12.5) (§202.7)
(30.9) (72.9) (979.6)
50% 50% 50%
(15.5) (36.4) (489.8)
40% 40% 40%
(§62) (514.6) (5195.9)
($158.1)  (3165.3) ($3,204.9)

{In Millions)
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1St a
DRIC REVENUE
Revenus From Ambassador

Revenue From Blue Water Bridge
Revenue From Detroit-Windsor Tunnel
DRIC Revenue Other (Motorcycle, etc.)
Biue Water Toll Variance Adjustment
Estimated TOTAL REVENUE

Operating Cost (With Inflation)

Capital Expenditures

Debit Senvice - Principal & Interest

Total DRIC Net Cash Flow Loss

Canada Operating Allocation %

Canada Debt Service Allocation %

Interest Income

Estimated DRIC Net Cash Flow Loss to Canada

l.ost Profits of Govemment Owned Crossings
Canada Operating Allocation %

Estimated Lost Profits (cash flow) of Government Owned Crossings to Canada

Lost Profits of Ambassador Bridge
Canada Operating Allocation %

Canada Lost Profit of Ambassador Bridge
Tax Rate

Estimated Lost Income Tax (cash flow) - Canada

Estimated Total Net Cash Flow Loss to Canada

$46.3 $1282 $1,705.3
16.6 456 609.3
66 19.7 250.4
05 1.4 18.6
04 1.2 14.4
$70.4 $196.1 $2,597.9
(2.8) . (2.8) (55.9)
(306.6) (306.6) (6,131.5)
(239.0) (113.3) (3,589.4)
50% 50% 50%
69% 69% 69%
44.0 19.1 686.2
($134.1) ($96.2) ($2,281.1)
17.4) (49.0) (644.8)
50% 50% 50%
($8.7) ($24.5) ($322.4)
(34.7) (96.2) (1,279.0)
50.0% 50.0% 50.0%
{17.4} (48.1) (639.5)
40% 40% 40%
($6.9) ($19.2) {$255.8)
($149.8) {$139.9) ($2,859.3)

(In Millions)
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DRIC Revenue

Operating Expenses

Capital Expenditures

Principal & Interest

Interest Income

Canada Operating Allocation %
Canada Debt Service Allocation %
Total DRIC Net Cash Flow Loss

Total Lost Profits - Blue Water Bridge
Estimated Operating Expense Reduction
Estimated Net Profits (cash flow)
Canada Operating Allocation %

Loss Profits (cash flow) to Canada

Total Lost Revenue - Ambassador Bridge
Estimated Operating Expense Reduction
- | Lost Profit (Cash Flow) of Ambassador Bridge

. |Canada Operating Allocation %

Canada Lost Profit of Ambassador Bridge
| Tax Rate

Lost Taxes (cash flow) to Canada

" |Estimated Total Net Cash Flow Loss to Canada

$63.1 $70.4 ($7.3)
(15.2) (2.8) (12.4)
0.0 0.0 0.0
(306.6) {306.6) 0.0
440 0.0
50% 50% 50%
69% 69% 69%
($144.0) ($134.1) (59.8)
(21.3) (23.2) 1.9
5.3 5.8 (0.5)
(16.0) (17.4) 1.4
50% 50% 0%
($8.0) ($8.7) $0.7
(41.2) (46.3) 51 |
10.3 116 (1.3)
(30.9) (34.7) 3.8
50% 50% 50%
(15.5) (17.4) 1.9
40% 40% 40%
(56.2) ($6.9) $0.8
{3158.1) "(5149.8) (58.4)

{in Mitlions)
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- Toll US. _ Windsor Annual
- . Canadian : -
|-75 IfChange [  Cusioms Bridge Toll B Essex Total Principal &
| Plaza PRI parkway Interest

.. and/or Michigan y

e

U.S. andfor Michigan %

W

50.0%
Canada % 50.0% 100.0%
(In Millions)

Notes:

The U.S. Customs Plaza cost of $150.0 million excludes the GSA cost of $263.6.
Above build cosi and allocation utilized in Primary and Secondary Calcufation.
Source: '

The New Intemational Trade Crossing Project Overvew.

100.0%

30.
- 69.1%

0
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DRIC Revenue

Revenue From Ambassador $653.1 $653.1 $1,306.2
Revenue From Biue Water Bridge 2352 235.2 4705
Revenue From Detroit-Windsor Tunnel 35.1 351 70.1
Biue Watar Toll Variance Adjustment 10.9 10.9 218
Estimated Total Revenue $9343 $934.3 $1,868.6
Operating Cost (With Inflation) {188.4) (188.4) (376.8)
Capital Expenditures - - -
Debt Service - Principal & Interest {1,893.2) (4,238.3) (6,131.5)
DRIC Net Cash Flow Loss (1,147.3) (3,492.4) (4,639.7)
|interest Income - - 686.2 686.2
Estimated DRIC Net Cash Flow Loss (51,147.3) ~($2,806.3) {83,953.5)
Lost Profits of Govemment Owned Crossings (405.4) (3405.4) ($810.9)
Operating Allocation % 50% 50% 100%
- |Estimated Lost Profits (cash flow) of Government Owned Crossings ($202.7) (s202.7) ($405.4)
Lost Profits of Ambassador Bridge (489.8) (489.8) {979.6)
Tax Rate 40% 40% 40%
Estimated Lost Income Tax (cash flow) {$195.9) {$195.9) {$391.8)
Estimated Total Net Cash Flow Loss {$1,545.9) ($3,204.9) {$4,750.8)
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