Société Canadienne de L’Analyse de la Valeur
Canadian Society of Value Analysis

Combining Risk Analysis, Value Engineering
and Reasoned Consensus to Make
Alternative Finance, Procurement and
Delivery Work

October 28,2008  David Lewis Ph.D.

BHXR

The Problems: Risk Analysis and VE
Part of the Solution

= Ability to control the process and define
the terms

= Accountability: public, legislative,
regulatory

= Additional costs from using private sector
Allocation of risk

Excessive profits earned by private sector
Developer quality vs. profit

Foreign capital / investments

Consensus is the objective




Using Risk Analysis and VE to Find
The Public/Private Win-Win

Basis for Financial
Arrangement

Early analysis assures win-win

Using Risk Analysis and VE to Position for
Reasoned Consent and Consensus

Transparency and risk analysis assures
stakeholder confidence and buy-in




Risk Analysis and VE Add Value to

Each Aspect of Procurement

= Proposal
— Solicitation
— Evaluation
— Disclosure

= Selection
= Negotiation
= Approval
= Selection
= Negotiation

= Approval
Solicitation must clearly define expected outcome

Risk Analysis and VE Add Value to

Organizing for Alternative Delivery

= How will the P3 entity be organized?

= How will the project implementation entity
be organized?
—Potential of layered roles for the
participants

= How is the public partner’s interest
protected?




Organizing for Operate & Maintain
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Risk Analysis and VE Add Value to

Project Delivery Considerations

= Protection of public investment

= Environmental clearance process
= Cost

= Schedule

= Quality / Reliability

= Community perception
= Community disruption
= Unique factors

SEP-15 provides significant flexibility

Risk Analysis and VE Add Value to

Risk Management

= Allocate risk to the party best able to
manage the risk

= Clearly define parties’ responsibilities







An lllustration: The Interactive
Assessment Tool

< 3
@ start] | =) | ESl13 ticrosot ... ~| [ Mcrssoft po... | [@]7 Mirosoft w... ~| & vahoo! Canada ...| () proposal |5 Lemonai <M YE serm

7
istant| | =) 10 vm et o) TR e e ol B samit ., =] ) Vaboo! Ganadn 2| (L Proposal |75 comvon o « WVT aumem




Lemonade
umi ©

anc

Hevenues

isran| | = | PO 9., | &7 vahoal Canada ... | L Propoent ™ Lemaonas «

Benefits

v
Hevenuen

1., =] &) ¥ohoot Carsda .| L Proposal |5 temvonas o« W

R




Lemonade
Business Case

Benefits

Revenues Capital Outlay
Expenses
Lemonade Stand Sign and other

equipment
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Lemonade
Business Case

Benefits

Revenues Capital Outlay
Expenses
Lemonade Stand Sign and other

equipment
Price of Lemonade A

Forecast of
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Neighbourhood Take Rate Number of Drinks
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Benefits

Price of Lemonade

Forecast of
Lemonade
Drinkers

Neighbourhood Take Rate
Population

Lemonade
Business Case

Supplies
S 4

Unit Cost of
Lemonade

Number of Drinks
Per Week
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Capital Outlay
Expenses

Lemanade Stand Sign and other
equipment
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Sensitivity Asssssmant Diagram
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Bell Canada Core Restricted

PROJECT VALUE BASED MANAGEMENT REPORTS

| B | ECOMOMIC INDICATORS
[ 7| $
18|
| | et present value (NPV) $37,724.06
| 10|  Discounted payback period (DPP) 1.8 years
| 11|  Intemal rate of return (IRR) 114.32%
[12 | Rate of retum on capital (RORC) B6.14%
| 13|  Rate of retum on equity (ROE) 92.57%
| 14|  Profitability Index (PI) (NPY / PWCE) 6.85
| 15|  Present worth of revenues (PWRev) § 356,789.02
| 16| Monthly equivalent revenues (MER) $7.475.50
| 17|  Pw of annualized costs (PWAG) 299 341.34
| 18| tonthly equivalent costs (MEG) $6,271.85
1 Pw/ of total end-of study adjustrment § 280,47
|20|  Impact of EOS adjustment on PWAC $ 416.96
[21] Contribution indicator (PWAC F PWRey) 0.84
B % Met margin (NPV { PUWRev) 1067%
|23 | % Contribution  ((PVWRev - PWAC) / PVWRev) 16.10%
|24| % Mark up (PWRev - PWAC) / PWAC)) 13.19%

ANALYSIS OF NPY
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|62 PROJECT PRO FORMA FINANCIAL REPORTS
183
(84| INCOME STATEMENT 5
|85 2005 2006 2007 2008 2008
ES
|z Operating revenues $65,000.00 $97,500.00 $97,500.00 $97,500.00 $97,500.00
o) Operating expenses
|&a | Depreciation and amortization 1,100.00 1,100.00 1,100.00 1,100.00 1,100.00
|90 | Operating expenses (w/o depr. and amort) 7325205 1449228 7448630 7448033 7447435
a1 Total operating expenses 7435205 75,592.28 5,586.30 75,580.33 5,57435
la2|  wetoperating revenues (9,252.05) 21,007.72 21,9170 2191067 2192565
a3 Interest charges 527 60.45 45.02 30.44 1654
a4 Incame hefare incame taxes 9,427.32) 21,847.27 2136868 21,889.23 21,909.11
95 Income tax expense 3.002.60) 695836 6,965.17 697172 6,978.05
% Netincome: $06,42472) 51488892 $ 1450350 $14517.51 41493106
|97 |
|28
|92 | REVENUE REQUIREMENT IMPACT 5
|100] 2005 2008 2007 2008 2008
101
l102|  Netincome $06,4247) $14,882.02 $14,903.50 $1491751 414,931 06
103 Reguired return on ecuity 40556 32567 24255 164,01 £0.12
o Netincome after return 6.33028) 1456325 14,66005 1475351 14,841 04
[105] Estimated revenue requirement impact $10,154.43 3 (21,650 86) $1(21,796.12) $(21,933.72) $(22,065.19)
|108]
iz
108| BALANCE SHEET 5
108 2005 2008 2007
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los| BALANCE SHEET 5
108| 2005 2006 2007 2008 2009
110
[111]  capital assets
[112] Depreciable capital $3,500.00 350000 $ 550000 $3,500.00 $5,500.00
[113] Less: 1,10000 2,200.00 ,300.00 4,400.00 550000
[114] Net depreciable assets 4,400.00 3,50000 2,200.00 1,100.00 -
|15 Won-depreciable property - - - B -
118
117
[118|  Total assets 4,400.00 3,300.00 2,200.00 1,100.00 .
[119]
10|
l121|  Long-term dent 1,143.99 §77.55 62708 38921 161.44
122
[123|  Deferred credits tincome taxes) (175.18) (21021} (302.31) (456.36) 64577
124
[125|  common ' enuity 343138 263266 1,88123 1,167.64 43432
18]
127|  Total liabiliies and shareholders’ equity $ 4,400.00 $3,300.00 $ 2,200.00 $1,100.00 -
[128]
[129| CASHFLOW REFPORT K3
130 2005 2006 2007 2008 2009
[131|  Operating acthities
132 Netincome $ (642472 41488852 $ 1490350 $14517.51 $14931.06
133 Hterns not affecting cash
134 Depreciation and amortization 1,100.00 1,10000 1,10000 1,100.00 1,100.00
135 Deferred income taxes (17518 (3503 (©2.10) (148.55) (188,013
136 Cash flow from operations (5,490 89) 1505388 15905.41 15,262.06 1524215
[137| Investing activities -
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[1B8|  varisble comman cost factor (VGCF 3 0.00%
169 Eni-of study treatrent { EOS ) Discounted sewvice potential
i)
el
[172|
[173| ECONOMIC CASHFLOWS 5
[174] 2005 2006 2007 2008 2009
[175]
[176|  Total revenues $65,000.00 4 97,500.00 $97,500.00 $97,500.00 $97,500.00
v Operating expenses:
[178 Expenses 92,382.51 73,206.38 73,206.54 73,206.69 73,206.85
[179] Capital related expenses - - R - N
[120] Plantin-service related expenses - - - R -
[181] Canpital expensed for book purposes - - - - -
[182 variable common costs - - - - -
183 PET & capital mise. tax & large corp. tax 2453 1240 1227 613 -
[184] Canadian telecom service revenue subsidy 845,00 1,267.50 1,267.50 1,267.50 1,267.50
5 Total operating leases 0.00 a0
[186] Total operating expenses 73,25205 74,4928 74,426.30 74,420.33 7447435
[187] Tatal capital expenditure 5,50000 000 000 000
[188] Salvage - - R R -
[183]  Removal - - - - -
[190  Total capital leases 000 000 0.00 0.00 0.00
91 Lease financing opportunity cost {LFOC ) - shareh - - R R -
[192] Lease financing opportunity cost { LFOC ) - ine tax ¢ - - - - -
[193 Incarne tax payable 2,800.65) 701475 2,079.01 213067 717223
[194 Net cash flows:
net cash flow (10,951.40) 1599297 1593468 15,889.01 1585342
Discounted net cash flow (10,699.67) 13,867.70 12,561.06 1138641 [ 1060510 ]
Discounted cumnulative net cash flow 4 (10,699.67) $3,163.03 $15,729.08 $27,115.50 3 37,44555
Tatal end-of-study adjustments 280.47
NPy $37.724.08
116.38%
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Successes with Risk Analysis and VE

= Business Transformation at the Ontario Ministry of
Community and Social Services

— Strong returns on investment realized by both partners
— Financial arrangement linked explicitly to ROI realization

— Constant measurement of outcomes and allocation of benefits
and costs

= Technology Transformation at the Ottawa School Board

— Transformation plan jointly developed by partners in business
case and risk-based framework

— Transparent basis for execution in place

= The Canadian Gun Registry
— No business case; no risk analysis; ... no hope
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