A

FINEST
LINK

Benchmark and Financial Analysis

3/2018

Inspira- H3BEL EUROPEAN UNION €@y Interreg
* oy * European Regional Development Fund

Central Baltic




Benchmarked projects are large tunnels or
large border-crossing projects

e Goal of the benchmark:

to provide a point of reference for FinEst Link to compare the technical and
economical performance of similar projects

* For this purpose the benchmarked projects are split into two categories:
1. Large tunnels with similar technical characteristics for a technical benchmark including
costs factors
* Channel Tunnel
* Gotthard Base Tunnel
* Brenner Base Tunnel
* Mont d’Ambin Base Tunnel (Lyon — Torino line)

2. Large cross-border infrastructure projects of similar size for an economical benchmark
* Channel tunnel
* HSL zuid (Netherlands high speed line)
* Oresund Fixed Link
* Mont d’Ambin Base Tunnel (Lyon — Torino line)
* Fehmarn Belt Fixed Link
* Brenner Base Tunnel
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Demand profiles for benchmarked
tunnels

I Rail (through trains)
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The FinEst Link tunnel has higher growth perspectives than current projects or the
benchmarked tunnels in use.

The foreseen increase in demand for FinEst Link is based on the move from current weekly
commuting to daily commuting and a market increase between Helsinki (and further) and

Tallinn (and further).
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Tunnel layouts are different for the

benchmarked projects
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increases the amount of excavated m3
* Train crossovers are present in 3 out of 4 benchmarked tunnels
* The FinEstLink tunnel is longer than the compared benchmark tunnels
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A service tunnel (red line) is present in 2 out of 4 benchmarked tunnels, which significantly
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Benchmark cost estimations
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The FinEst Link estimations come close to the
estimations for the Gotthard Base tunnel
(with a smaller diameter) and the Mont
d’Ambin tunnel (with a bigger diameter), but
with no service tunnel

The Brenner Base Tunnel and Channel Tunnel,
both have 3 bore tunnels thus including a
service tunnel and comparable to the FinEst
project are 35-70% more expensive per tunnel
kilometer than the current estimations of the
FinEst Link tunnel project.

The lower cost for the FinEst can be justified
with geological conditions

Intermediate access points should be taken
into account from a logistics perspective.
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Risk allocation in various contract models

Risk allocation of operations and services

Public project PPP Hybrid model
Item Risk type Can risk be transferred? Public Shared |Contractor Public Shared |Contractor Public Shared | Contractor
Long term need for system/ macro "
. . Revenue, Political
economic conditions
Settlpg of technical and operational Completion — —_—
requirements
Planning and environmental issues, "
. Revenue, Political
land acquisition
Setting of customer payment rates Revenue
!:)esngn al_nd construction of System, Completion Acceptable Shared ontracto Shared
internal interface risk
External interface risk Completion, Availability Shared Shared
Techr.ucal Qperatlon and O&M planning Availabiity Acceptable ontracto TR Shared
(routine/ life cycle etc.)
Commercial operatl_on (Mar!(etln_g to Revenue — —_—
passangers and freight service clients)
End of term condition (handback) Availability Acceptable Contractor Shared
Construction phase financing Completion Acceptable Contractor Contractor
Long term financing Completion Acceptable Contractor Contractor
Force Majeure Revenue, Political Shared Shared

Completion, Availability, Revenue,

Government policies, change in law Political

Demand risk and funding of service
(who pays)

Revenue
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Considerations regarding financing of the

project
 Demand risk will be difficult to absorb by any other party than the public project
owners.

A “blending” financing structure, using a combination of EU funds and private and
public long-term financing combined to local public funding support can be
achievable and feasible.

* The financing and contract structure of the project must be able to account for the
large amounts of financing that have to be mobilised.

* The large project size can lead to challenges related to financial market capacity or
restrictions in Finnish and Estonian willingness to accept debt liabilities and
exposure to project risks.

* Project financial and social goals and limits should be set in a transparent manner
in advance for the full project and the project should ensure sufficient financial
market dialogue during its various phases of development.
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Possible procurement and development

model

Participation
——» notice and pre- ————»  Negotiations
qualification

Procurement
notice

Bids and

Selection of partner(s) <«—— .
comparison

Development phase

(e.g. calculation of costs, financing package, finalisation of public grants and
closing)

Project Implementation

A contract model combining elements from
partnering/alliancing contracting models
and private financing models could
facilitate the management of project costs
and incentives.

An open-book development and
contracting model with target pricing would
also provide a shield against financial risks
to the project sponsors (Finland and
Estonia) and future financiers and investors.

A development phase combined to a long
term service agreement/ concession with
project partners could provide integration
of design and construction at an early stage
of the project.
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MEUR

General project characteristics
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Passenger trips & passenger cars
account for approximately 68 % of
revenues

Trucks & cargo trains account for
approximately 32 & of revenues

Total costs are higher than revenues —
requirement for public subsidy (in
addition to EU investment grant)
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EU Grants (40%) and Fin/Est subsidy payments
Public debt model from perspective of Finland and Estonia

Scenario: Public debt model + sculpted repayment
2025 2029 2034 2039 2040 2044 2049 2054 2059 2064 2069 2074 2079 2084 2089

FINANCIAL PERFORMANCE INDICATORS 1 5 10 15 16 20 25 30 35 40 45 50 55 60 65

Operation
Investment cost - | MEUR| 20 691 796 | 879 |2426| 976 - - - - - - - - - - -
Grant (EU) - |[MEUR| 7441 318| 331 896 265 - - - - - - - - - -
Grant (Finland & Estonia) - | MEUR - - - - - - - - - - - - - - - -
Equity input - | MEUR - - - - - - - - - - - - - - - -
Debt withdraw - | MEUR| 13 250 478 | 5471530 | 711 - - - - - - - - - - -
Revenue - | MEUR| 34 609 - - - - 458 | 496 | 548 | 605| 668 | 702 | 738| 776 | 815| 857 | 901
Operating costs - | MEUR| 9984 - - - - 153 160 168 178 188 197 207 | 218 | 229 | 241 253
Financing costs - | MEUR| 21702 - - - - 465 | 477 | 493 | 512| 533 557 | 583 | 614 | 648 (0) (0)
Taxes - | MEUR| 2065 - - - - - - - - 13 29 48 68| 90| 101 | 110
Total equity cash flow - | MEUR| 857 - - - - | (160) (141)| (114) (85) (65) (81) (100)| (123) (152)] 515| 538
WACC 35%
[Discounted equity cash flow [ -Imewr] @7yl [ -7 -7 -7 -1 @3 @yl @8] o] (0] (o] @1 (22)] (3] 65] 57]
[Equity cash flow - [MEUR| 857 o 5 o -1 (160)] (141)] (114)] (85) (65) (81)] (100)] (123)] (152)] 515| 538
I - | MEUR| 4750 = = = = 170| 150 | 124 95 76 92 112 | 136 | 165 - -
\Equitycash flow includi /I pay - | MEUR| 5607 - - - - 9 10 10 10 11 11 12 12 13| 515| 538
\ Discounted equity CF with suppl payl - |MEUR| 780 - - - - 5 5 4 4 3 3 2 2 2 65 57
FRR includi | pay N/A
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EU Grants (40%) and Fin/Est subsidy payments
Private debt model from perspective of Finland and Estonia

Scenario: Private debt model + sculpted repayment
2025 2029 2034 2039 2040 2044 2049 2054 2059 2064 2069 2074 2079 2084 2089

FINANCIAL PERFORMANCE INDICATORS L 5 10 15 16 20 25 30 3 40 45 50| S5 60 65

Operation
Investment cost - | MEUR| 21037 796 886 | 2454 | 1036 - - - - - - - - - - -
Grant (EU) - |[MEUR| 7441 318 | 331| 89| 265 - - - - - R - R B B R
Grant (Finland & Estonia) - | MEUR - - - - - - - - - - - - - - - -
Equity input - [MEUR| 2232 96| 99| 269] 80 - - - - - - - - - - -
Debt withdraw - [MEUR| 11363 382 455/1289] 692 - - - - - - - - - - -
Revenue - [MEUR| 34609 - - - -| 458] 496 | 548 605| 668 | 702| 738| 776 815| 857 | 901
Operating costs - [MEUR| 9984 - - - -] 153] 160| 168 178 | 188 | 197| 207 | 218 | 229| 241| 253
Financing costs - [MEUR| 21961 - - - -| 487] 495| 507 521| 538| 558| 582 611 644 0 0
Taxes - [MEUR| 1854 - - - - - - - - - 17 37| 61| 88| 101] 109
Total equity cash flow - | MEUR| (1423) (96)] (99)] (269) (80) (182) (159) (128) (94) (58) (71)] (89)| (114) (146)] 515 | 538
WACC 3,5%
| Discounted equity cash flow | - IMEUR| (2540)] | (92)] (84)] (191)] (47) (205) (80) (54) (34)] (17)] (18)] (19) (20)] (22)] 5] 58]
[Equity cash flow - [MEUR| (1423) (96)] (99)] (269) (80) (182)] (159) (128) (94) (58) (71)] (89) (114) (146)] 515| 538
| pay - | MEUR 8762 = > ° = 280 | 258 | 230 | 199 165 182 | 205 | 236 | 275 - -
[ Equity cash flow includi I pay - IMEUR| 7339 (96) (99) (269) (80) 97| 99| 101| 104 108 | 112 116 122 129 515| 538
| Discounted equity CF with I payl - [MEUR 309 (92)) (84)| (191)] (47)] 56| 50| 43| 37| 32| 28| 25| 22| 19| 65| 58
FRR includi I pay 4,0%
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Total EU Grants (40%) and Fin/Est subsidy
payments, Private debt (PPP) model

40 % EU grant + FIN/EST subsidy payment 40 years, private debt model
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Comparison of total subsidy from
Finland/Estonia in various scenarios

40 years debt period Public subsidy Cumulative subsidy
B o 1 of operations (nominal)  over 40 years period (nominal)

Public debt scenario 170 M€ 4 750 M€
Public debt, no EU grant 486 M€ 18 898 M€
PPP/Private debt scenario 280 M€ 8762 M€
PPP/Private debt, no EU grant 669 M€ 25 816 M€
50 years debt period Public subsidy Cumulative subsidy
year 1 of operations (nominal) over 50 years period (nominal)
Public debt scenario 98 M€ 1994 M€
Public debt, no EU grant 367 M€ 17 776 M€
PPP/Private debt scenario 218 M€ 7 243 M€
PPP/Private debt, no EU grant 566 M€ 26 956 M€

* Scenarios show that EU Grant has a material effect on the project cost to Finland and
Estonia
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Summary of subsidy payments in different
scenarios

Cumulative FIN /EST subsidy
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Costs and benefits during operations
phase (periodic)

Comparison of yearly estimated CBA and WEI benefits and subsidy payments by
Finland/Estonia during operation phase*
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B Public debt model costs to FIN/EST (grants (investment phase) + supplement (operation phase), discounted @ 3,5%)
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Costs and benefits during operations
phase (cumulative)

Comparison of cumulative CBA benefits and subsidy payments by Finland/Estonia
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= =Cumulative CBA benefits (discounted @3,5 %, excl. passenger train operating costs and rail fare
revenues)

——Public debt model cumulative costs to FIN/EST (discounted @ 3,5 %)

— Private debt model cumulative costs to FIN/EST (discounted @ 3,5 %)
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Possible next steps

 The next step could be to form a development vehicle, for example
in the form of a publicly owned limited liability company.

* Vehicle would be set up to further advance the project based on
the social and financial goals set by the project owners.

* Over the long term, this model should facilitate the joining of
additional project partners

* Proceed to develop the tunnel project (transparently) within set
limits, such as the target price, investment and operation cost risk,
cash flow, credit rating and ratio of project costs to estimated
benefits.

* Implementation of the project when socio-economic and financial
boundary values are met with a sufficient level of confidence.
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