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KILMER BROWNFIELD EQUITY FUND L.P. Princi p|e Sources of Finance

DEBT? EQUITY?
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... One of the most fundamental issues affecting finan cial risk



KILMER BROWNFIELD EQUITY FUND L.P.

Debt (Bank) Financing

Though some Banks say they will__ Lend on Brownfield Projects *...

Generally, bank’s appetite to lend relies on the
ability to understand the brownfield
redevelopment process and properly assess
risk.

Timing : Late phase in redevelopment cycle.
Pre-RSC, with strong indication that RSC will
be issued.

Exit/Sale certainty must be demonstrated.

Low Loan-to-Value: Developer must have
“skin in the game”.

Finance Issues :

Adding leverage (debt) to brownfield
projects adds risk — Interest payments

* Don’t rely on bank financing.

October 27, 2009

Canadian Brownfields 2009



Equity Funding

The Kilmer Brownfield Equity Fund is 100% equity-fi nanced...

$100 million Canadian private equity fund (closed a  t $92.3 million)
First dedicated Canadian brownfield fund

Structured as a Limited Partnership, headquartered in Toronto
Limited Partners: A mix of Canadian institutional a nd private investors
General Partner: Experienced management team

Well-regarded and experienced sponsor, Kilmer Van N ostrand Co.
Limited

Winner of CUI “Brownie Award” in 2006 for innovatio n in brownfield
financing

The Fund is an equity-financed developer
(rather than a source of brownfield finance for 3 ™ parties)



KILMER BROWNFIELD EQUITY FUND L.P. Brownfield Funding Timeline

Redevelopment can be Prolonged and Costs Substantia |
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Redevelopment Timeline
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Value

KILMER BROWNFIELD EQUITY FUND L.P. Brownfield Financing Gap

The Problem: Brownfields Cannot be Valued on a Cost Basis

1
Normal Assets: cost a proxy for value —
/_-’_Sit_e- Closure

P |

FINANCING GAP

\
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Brownfields: Value = ??

Redevelopment Timeline

October 27, 2009 Canadian Brownfields 2009 5



KILMER IELD EQUITY FUND L.P. Brownfie|d Financing Gap
If you can get rid of the “football”, then brownfield s will be financeable
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elds: Value = ??

Redevelopment Timeline



KILMER BROWNFIELD EQUITY FUND L.P. Brownfield Financing Gap

Achieving regulatory closure is a key objective in managing financial risk

Value

Redevelopment Timeline
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JROWNFIELD EQUITY FUND L.P. What Needs to be Financed?

Principle Costs Associated With Brownfield Redevelo pment

Costs associated with the business as a going-con cern:
* Management and staffing costs, office, etc.

* Deal search and sourcing costs, travel, etc.

Investment in potential brownfield redevelopment projects:

Those which close...

* Legal costs, Agreements, Due Diligence, Insurance, Purchase Price, Remediation,
Rezoning....

* Payback comes at sale.

Those which do not close...
* Legal costs, Agreements, Due Diligence. Risk Capital!
* Potential Dead Deal Costs ($100,000+7?) must be absorbed.

... A strong balance sheet is practically a requiremen t



KILMER BROWNFIELD EQUITY FUND L.P. Deal Sourcing Risks

It takes a lot of time and effort to find brownfiel d projects...
* No “low-hanging fruit”
« Sharp attrition rate in deal sourcing (1%)

* About 95% of properties won't even meet basic
criteria

« Time-consuming and active process
» Unserious sellers, Environmental denialists
* Educating sellers, even sophisticated ones
* Other people’s timelines difficult to control

Finance Issues .
Keeping your office running, travel costs, ...

Up-front investment in potential dead deals —
legals, consultants, travel, RFP

How do you mitigate this risk without starving
your business?

... Even when everything goes right, the process cant  ake months
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) L.P. Purchase and Sale Agreement

A properly-crafted PSA will specifically allocate r esponsibility and risks
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(Sale of Manhattan in 1626 for $24)

* Purchase and Sale Agreement (PSA)

* Non-standard side agreements, like
e Environmental Release
e Environmental Indemnity Agreement
* Remedial Obligations
e Funding Guarantees/Escrow
* Insurance requirements (Credit Rating)
* On-Site vs. Off-Site Liability
* Performance Standards

Finance Issues :

Expect significant legal costs (and
possible dead deal costs)

This is the best investment you will
make to manage financial risk



KILMER BROWNFIELD EQUITY FUND L.P. Due Diligence

Proper Due Diligence must be thorough and takes tim e

* Normal time required: 75 to 90 days

» What to cover...
» Supplemental Testing Program
e Screening Risk Assessment
* Meet with Regulators
* Planning Issues (Roads, Parkland)
* Rezoning (Employment Zones)
 Insurance Deliverables
* End-Use Market Acceptance
* Realistic Exit Values/Markets/Timing
» Realistic valuation of incentives

Finance Issues :

Expect significant DD costs (and
possible dead deal costs)

v This is the best investment you will
i make to manage financial risk
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KILMER BROWNFIELD EQUITY FUND L.P. Acquisition Costs

To satisfy vendors, brownfield transactions may be front-loaded...

* Financing Land Purchase
* Vendor financing (VTB) available?

e Bank financing?
. J ¢ - Environmental Insurance Policy

e Paid for up-front
 Easily $250,000

* Performance Guarantees
* Escrow paid up-front/LC

Finance Issue :

Potentially significant acquisition costs
must be largely equity financed.

Potential up-front financing of
remediation
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KILMER BROWNFIELD EQUITY FUND L.P. Redevelopment Phase

* Financing Redevelopment Budget
e 12-36 months
* Mainly equity

* Financing Cost Overruns

e |[nsurance
e Guarantees?

* Financing RSC Approval Timeline
* 6-12 months
* Pre-RSC

Finance Issue :

Costly and long timeline (up to 4
years).

Financing Gap “Football”
( Cost and Value)
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Project Disposition

Real estate market cycles are a fact of life...

» Financing costs of extended holding
period until market comes back
* Phasing of sale, stretching timelines

* Expensive hold
» Effect on upzoning plans

* Post-RSC “Bridge” Financing
» Exit/Sale certainty a condition

¢ Low loan-to-value

Finance Issues :

Cost of delays, waiting.

Post-RSC financing likely only if sale is
lined up and secure.
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Incentive Programmes

Be realistic about incentives...

e Tax Increment Financing “TIF”
* Must wait up to 10 years to recover.
* How to (e)valuate this?
 Different benefit to different redevelopers (long-
term vs. Short-term)

« FCM

Idea of low-interest loans (if conditions are met).
Not willing to take on project risk.

Borrower must be strong.

Municipal involvement (define?)

Finance Issues :

Long wait, uncertain amounts.
No way (yet) to monetize.
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In Summary

A few things could have a BIG impact on financial r  isk...

Debt versus Equity-financed business

Formal Risk Transfer Arrangements through:
* Purchase and Sale contract language
* Environmental Release or Indemnification Agreement
 Pollution Legal Liability insurance

Extensive Due Diligence before purchase

Obtaining Regulatory Site Closure
» Makes property transactable
* Makes property financeable



Managing Financial Risk in Brownfield Transactions...

... Is about finding the RIGHT BALANCE between risks a

End Note

nd rewards.
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