COLE VALUATION PARTNERS LIMITED
MEMORANDUM

PRIVATE & CONFIDENTIAL

DATE: November 21, 2008

TO: John Black and Daren Yaremko, Ontario Lottery and Gaming Corporation
FROM: A. Scoit Davidson and Paul C. Morohey '

RE: Windsor Clean Energy Centre - Preliminary Financial Analysis

-

INTRODUCTION AND PURPOSE

Ontario Lottery and Gaming, Corporation (“OLG") has requested our assistance in connection
with ceriain financial analysis conceming the Windsor Clean Energy Centre and iis business
(collectively, the “Energy Centre”) as at or aboul a current date,

The Energy Centre is located on the property of the Caesars Windsor Hotel & Casino ("Caesars
Windsor™). OLG requires financial analysis of the Energy Centre for intemnal planning purposes,
as you consider various financial and alternative strategies with respect to the Energy Centre n
the context of its anticipated cost fo completion.

This memorandum does not express a valuation conclusion and is not a valuation report as
defined by the Canadian Institute of Chartered Business Valuators (“CICBV™). See
“Restriclions and Limitations™ section below for further details.

This memorandum and the associated analyses must be read in conjunction with (a) the Windsor
Energy Centre Operating and Financial Evaluation report prepared by Energy Advaniage Inc.
(“Energy Advantage”) dated November 2008 (the “Energy Advantage Report”); and (b) the
appendices to the Energy Advantage Report that were subsequently revised by Energy
Advantage on Novernber 19, 2008, It is assumed ihat the users of this memorandum are familiar
with the financial and other information set out in the Energy Advaniage Report and that
information has not been reprodiiced herein, although the revised appendices to that report are
attached hereto. Furthermore, in view of your familianty with OLG and the Energy Centre, for
brevity, only limited background information has been included herein.
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BACKGROUND

Briefly, based on the information and assumptions provided to us and set out herein, and in
reliance on the assistance of Mr. Alan Levy of Direct Energy Consulting (“DEC”) who, at your
direction, provided us with industry/project experlise and due diligence-related assistance in
respect of the projections provided by Energy Advantage, we observe the following;

The Energy Centre now has the necessary equipment on site, howsever, further costs are
required to complete the facility. It is expacted to be fully operational (“complete”) by
January 2009. The costs required to complete the facility are estimated to be in the $7
million range.

On completion, the Energy Centre will have the opportunity to provide thermal and/or
electrical energy as follows:

o To the West Block of Caesars Windsor (the “West Block™) for the duration of the
useful life of the Energy Centre; .

o To the North Block of Caesars Windsor (the “North Block™) from October 1,
2017 onwards;' and/or

o To the Ontario electrical grid.

The Energy Centre may be operated in one of the following modes (or scenarios) as more
fully described in the Energy Advantage Report:

o Engines leading without North Block — briefly, this scenario contemplates
operaling the Jenbacher cogeneration engines to satisfy the thermal energy (i.c.
heating and cooling) requirements of the West Block;

o Engines leading with North Block — same as above plus this scenario
contemplates supplying energy to the North Block from 2017 onwards; or

o Engines lagging without North Block — briefly, this scenario primarily satisfies
the thermal energy requirements of the West Block by conventional gas fired
boilers and centrifugal chillers drawing electrical energy from the gnd. The
Jenbachers are only operated during peak periods when additional cooling is

requited (as the Jenbacher engines provide the heat energy required to fuel the
absorption chillers).

The North Block entered a 20 year energy contract with Northwinds in 2007 but OLG may terminate this agreement

etfective Seplember 30, 2017, without penalty.
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o The Clean Energy Standard Offer Program (“CESOP™) was designed to compensaie
small generators connected to the energy distribution system by way of a net revenue
guarantee. At the ouiset of the Energy Centre project, il was anticipated that CESOP
would be available to augment the future cash flows of the Energy Cenire but we are
advised thal this is now not the case. If in the future, the Energy Ceutre is eligible for
CESQOP, then the anticipated future cash flows of the Energy Centre will increase from
those sei out herein;

SUMMARY OF PRELIMINARY ANALYSIS COMPLETED TO DATE AND

DBSERVATIONS ARISING THEREFROM :

With reference 1o the foregoing, subject to our scope of review to date and fo various issues
which remain outstanding (see “Outstanding Maiters™ section below), on a preliminary basis we
calculated net present values (NPV™) of the anticipated future cash flows of the Energy Centre
that roay be summarized as follows:

Estiouated NPV Of Energy Centre Based On Range Of Discount Rates

: (Smillions)

NPV before cost to complete project: . . _
Engines leading without North Block 317 - 15 4109
Engines leading with North Block ' 61028 _®  Bin36
Engines lagging without North Block Nil Nl Nl
Estimated costs to complete project | 7 7 7
vt of cost o complte profret: —
Engines leading without North Block | Nil 1o less than | 8 Nil o2

Nilto 21 : 11029

Deiailed calculations for these scenarios are set out in Schedules 1, 2 and 3. For each scenario, the
discounted cash flow calculations reflect Energy Advantage's projections of anticipated fufure
annual cash flows for 20 years (on which we have relied), a terminal value at the end of the
projection period and conversion of these cash flows to a capital sum at present value as at or about
a current date using a range of discount rates ihat we considered reasonable and appropriate to the
analyses, with consideration given to the time value of money, the risks inherent in the projections
and rates of retum on aliernative investments in selecting those discount rates.
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From these calculations we observe the following;

a)

b)

€)

d)

e)

g)

Under all scenarios, the NPV is well below the anticipated total cost of the Energy Centre
of more than $80 million (inclusive of the $7 million required to complete the project);

The Energy Centre only has a meaningful, positive NPV under the Engines Leading with
North Block scenario, as, in addition to assumed revenues from the sale of excess
electricity to the grid, the incremental revenue from the North Block (starting in 2017
when OLG can exit from its existing energy supply arrangement for the North Block) is
significantly higher than the incremental operating and capital costs associated therewith.

Generally, the Engines Leading without North Block, at besi, generates break-even net
present values, after deducting the cosis 1o compieie the Bnergy Centre;

The Engines Lagging scenario projection indicates negative cash flow and, therefore, no
NPV. Under this scenario, the Energy Cenire’s operating costs (Schedule 3) are very
similar to Engines Leading without North Block (Schedule 1) but the surplus energy
available to sell to the grid is significantly less since the engines are operating at a lower
capacity and this results in an operating loss;

By virtue of its non-taxable status and it likely having a lower required rate of return on
capital, OLG has a higher range of NPV’s as owner of the Energy Centre then those
anticipated for other potential (taxable) purchasers/owners;

At a risk free rate of retum of approximately 4%, the NPV te OLG is in the range of $62
million net of cost to complete the project. We reference this rate as a measure of the
potential required rate of retum for OLG in view of OLG being an Ontario Crown
corporalion;

At rates of retumn from 8% 1o 16%, which might otherwise be considered applicable to
the cash flow projection in view of the nature of the project, the NPV with OLG as owner

is much lower, in a range from $1 million to $29 million net of cost o compleie the
project;

In making the above observations and calcnlations, it is important to highlight the following
key assumptions/sensitivities, among others, thet can have a material positive or negative
impact on the cash flow projections prepared by Energy Advantage and our net present value
analysis based thereon:

i

Revenue from energy consumed by OLG - this component of the projected revenue for
the Energy Centre assumes thal the market price to Caesars Windsor for the energy
supplied by the Energy Centre is properly determined on cost-plus basis using a
conventional plant as a proxy, More specifically, revenues are based on the estimated
operating expenses of a conventional plant (i.e. as the logical alternative if the Energy
Centre did not exist) marked up by 12.5%, The quantum of this component of revenue is
a key driver of value. However, in the event that the Energy Centre were to be sold to an
arm’s length party, this revenue to the new owner (which would be a corresponding
expense to OLG) would be subject to negotiation at the time of the transaction;
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i,

iii.

W

Surplus energy sold to the grid ~ the projections for the engines leading scenarios include
total revenues over the 20 year period from this source in the range of $25 million to $30
million. If the Energy Centre were unable to sell the surplus electricity, it would virtually
eliminate any value to a taxable purchaser. Neither OLG, Energy Advantage nor DEC
have yet confirmed that there is any certainty conceming the ability to sel) the identified
surplus to the grid;

The capital expenditure assumptions set out in the projections are the best estimates as at
the date hereof. The Energy Centre is capital intensive and amy deviation from the
anticipated serviceability of the equipment could increase or decrease the anticipated

capital expenditures, which would negatively correlate to changes in the net cash flows of
the Energy Cenire; .

As noted above, CESOP is currently not available to the Energy Centre and, therefore,
the projections do not reflect any CESOP revenue. If this program becomes available to
the Energy Centre at a later date, it will increase the future cash flows, perhaps
significantly; and

External factors such as foreign exchange and market prices for natural gas and
eleciricity, while out of the control of OLG, have significant influence on the financial
results of the Energy Centre. Energy Advantage believes that the values used for these
inputs are reasonable in view of current market conditions. However, changes in market
conditions that deviate from the projections for these variables may have a material affect
on the cash flows. :

OUTSTANDING MATTERS

During the course of our preliminary financial analysis of the Energy Cenire, certain issues were
identified that are unresolved at the date hereof, summarnized as follows:

The Energy Advantage Report needs to be updated. The associated appendices were
revised following the release of the report and, consequently, the corresponding sections
of the report need to be updated.? :

Mr. Levy identified issues that need to be addressed 1o his satisfaction (some of which are
identified above) including but not limited to the following:

o Energy Centre’s ability to sell surplus eleciricity to the grid;

o Cooling capacity needs to be addressed in the Energy Centre Report;

o Detailed assumptions regarding how engines are run;

o Opportunity te inject cool water into the Northwind cool water loop; and

o Reliability of consumption data — actual end/or projected.

b

Onur {financial analysis i based on the revised appendices.
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* Determine if there are capital expenditures required for the North Block that need to be
reftected in the terminal valve of the Engines leading with North Block scenario (See
Note 4 to Schedule 2).

In order for our financial analysis to be finalized, the foregoing issues must be resolved.
SCOPE OF REVIEW

In preparing our memorandum and calculations, we have relied on varous sources of
information including the following:

a) The Energy Advantage Report;
b) The Energy Advantage revised appendices;

c)  Financial and other information (via documents and discussions) provided by Energy
Advantage, DEC, and OLG;

d)  Various assumptions provided by Energy Advantage, DEC and/or OLG; and

e) Research regarding actual rates of retum in the energy market, with emphasis on
cogeneration facilities.

We have neither audited nor sought external verification of the information provided to us.
In addition, we toured the Energy Centre facility.
KEY ASSUMPTIONS

Key assumplions adopted in the operating scenarios (many of which were provided to us)
include the following:

#)  The cogeneration equipment of the Energy Centre will be fully commissioned and
operating by January 2009; -

b)  The costs required to complete the facility are estimated to be in the $7 million
range;

c)  The projected cash flows prepared by Energy Advantage represent the best current
estimates of future cash flows of the Energy Centre: :

d)  The assumptions set out in the Energy Advantage Repori are reasonable, including
but not limited to:

i) CESOP is not currently and will not be available to the Energy Centre;

ii) Estimated revenue based on the operating expenses for a conventional plant plus
a 12.5% margin;
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iii) Exchange rates embedded in the natural gas projections set out on Appendix 4
to the Energy Advantage Report between US$0.80 and US$0.95 1o $1.00 CDN;

iv) Capital expenditures of approximately $10.7 million are required between 2016
and 2017 fo reconfigure the North Block to allow energy to be supplied from
the Energy Centre;

v) Capital expenditures of approximately $6 million are required in year 21 to
replace the boilers and chiliers;

vi) The Energy Centre will be able to sell all of its surplus elactricity to the grid;

vii) The ultimate operator of the Energy Centre will incur labour and maintenance
costs of approximately $1.65 million (in 2009 dollars), which is a significant

improvement over the cutrent inferim arrangement with the contractor at $2.64
million; .

€) Temminal value based on the year 20 results, net of certain additional capital
expenditures, is reasonable;

f)  Balvage value of any equipment at the end of its useful life will be negligible; and

g) The revenues and expenses of the Energy Cenire are incurred evenly throughout the
year for the purpose of calculating the time value of money.

Our analysis also inchides other assumptions that are reflected in our calculations as well as

those inherent in the Energy Advantage Report. Qur calcudations are dependent on the Energy
Advantage Report.

RESTRICTIONS AND LIMITATIONS

This memorandum does not express a conclusion and is not a report as defined by the CICBYV.
Consequently, the CICBV Practice Standards do not apply and have not been adopted. The
provision of a valuation conclusion would entail additional information gathering, research,
analysis, review and cost from that provided in preparing this memorandum.

This memorandum is not intended for general circulation or publication noris it fo be reproduced

or used for any purpose other than that outlined above without our written permission in each
specific instance,

This memorandum and the illusirative scenario calculations upon which it is based “were
prepared at your request based on information provided by Energy Advantage, DEC and OLG,
including estimates of prospective financial results from the Energy Centre which may vary
malerially from the actual results achieved.
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We make no representations with respect to the projected cash flow statements set out in the
Energy Advantage Report. We have not attempted 1o verify' or confirm the reasonability of the
assumpiions underlying the Energy Advantage Repor! and our observations and comments
herein should not be interpreted as such. We have assumed that the projections have been
reasonably prepared based on the best currently available estimates and judgments of Energy
Advantage, DEC and OLG personnel us to the matters covered thereby, These maiters often
involve unanticipated future events and, as such, are not susceptible to precise determination.
Accordingly, io the extent that the calculations and related assumptions and our observations and
comments thereon rely on pro forma or prospective information, they should not be relied upon
as predicting a certain result but only as a means of assessing a range of value and anticipated
cash inflow/outflow, as the case may be, for the purposes described.

We do not assume any responsibility or liability for losses occasioned to OLG, its shareholders

or any other party as a result of the use of this memorandum and the underlying illustrative
scenario calculations for any purpose.

This memorandam must be considered in conjunction with the Energy Advantage Report and as
a whole. To focus on specific portions and certain factors considered, without considering all of
the factors, may create an incomplete and misleading view of the observations set ouf herein,
Similarly, we believe that this memorandum is not readily suscepible to summary descriptions.
Any attempt to do so could lead to undue emphasis on any one particular factor or observation.

We reserve the right (but will be under no obligation) to review and/or revise any and all
assumptions and/or ealculations included or referred 1o in this memorandum and, if we consider
it necessaty, to make revisions of same in light of any information existing at this time which
becomes known to us subsequent to the date hereof.
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WINDSOR CLEAN ENERGY CENTRE VALUATION ANALYSIS

EDULES
Discounted Cash Flow Analysis — Engines Leading Without North BIOCK ... 1
Discounted Cash Flow Analysis — Engines Leading With North BOCK......ov.vvvvvooveoooooooooeooooo 2
Discounted Cash Flow Analysis — Engines Lagging Without North BIOCK ...........ooooomooooooooososooon 3
APPENDICES
Projected Cash Flow Statement — Engines Leading Without North BlocK.......ou.oooeeooooooeo 1-A
Projected Cash Flow Staternent — Engines Leading With North Block .......ooveeooeoooooooeoooooe 1-B
Projected Cash Flow Statement — Engines Lagging Without Norih BlOCK..........ooooeeoeo oo 2

* A version of the appendices was contained in the Energy Advantage Report and then subsequently revised. We
huve nitechied the revised appendices for euse of ference.
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