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Dear Sirs

Project _Valuation of SIMEC Lochaber Hydropower Limited

In accordance with the terms of our Management Consultancy Framework Agreement RM6187 entered into between Deloitte and the Scottish Government dated 26 May
2022, contract extension dated 23rd May 2023 and call-off agreement signed 14 July 2023 (together the “"Contract”), we have prepared this final report (the “Final
Report”) setting out our opinion of the market value, as at [SISSIISIISN (the "Valuation Date”), of SIMEC Lochaber Hydropower Limited ("Hydro Co” or “the
Company”).

This Final Report is confidential to the Addressees (as defined in the Contract) and is subject to the restrictions on use specified in the Contract. No other party is
entitled to rely on our Final Report for any purpose whatsoever and we accept no responsibility or liability to any other party in respect of the contents of this Final
Report.

The Final Report must not, save as expressly provided for in the Contract, be recited or referred to in any document, or copied or made available (in whole or in part) to
any other person.

We draw your attention to the section titled “"Scope, Basis and Limitations of Our Work” on pages 3 and 4 in which we set out the scope of our work and the limitations
of the work undertaken.

The Scottish Government have confirmed to us in writing that (i) the facts as stated in the Draft Report dated 12 September 2023 are accurate in all material respects;
(ii) any opinions attributable to them therein are fairly stated and reasonably held, and (iii) they are not aware of any material matters relevant to the scope of our work
as set out in the Contract which have been excluded from the Draft Report.

Our work was completed on 12 September 2023 and we have not updated our work since that date.

Yours faithfully

bk e

Deloitte LLP

Deloitte LLP is a limited liability partnership registered in England and Wales with registered number OC303675 and its registered office at 1 New Street Square, London EC4A 3HQ, United
Kingdom. Deloitte LLP is the United Kingdom affiliate of Deloitte NSE LLP, a member firm of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee ("DTTL"). DTTL
and each of its member firms are legally separate and independent entities. DTTL and Deloitte NSE LLP do not provide services to clients. Please see www.deloitte.com/about to learn more
about our global network of member firms.




Scope, Basis and Limitations of Our Work

OO

We have been engaged by the Scottish Government to perform a valuation of Hydro

Co on o

The Scope, Basis and Limitations of Our Work

- The scope of our work is set out in the Contract. This Final Report has been
limited to matters which we have identified that would appear to us to be of
significance within the context of that scope.

Basis of Valuation

- We have been requested by the Scottish Government to provide a valuation of
Hydro Co as at 31 March 2023.

- Hydro Co provides energy to Alvance British Aluminium Limited (the “"Smelter”
or "Smelter Co”) under a 25 year power purchase agreement dated December
2016 ("PPA”). As part of this agreement, the Scottish Government provided a
guarantee to meet the Smelter’s PPA obligations to Hydro Co if the Smelter
defaults (“the Guarantee”).

- If the Scottish Government is called under the Guarantee to meet the PPA
obligation, we understand it
, you
have asked us to estimate the market value of Hydro Co.

- You require our valuation on the assumption that_

» Our valuation considers the market value or Enterprise Value (*"EV”) of Hydro
Co. We have not

- We have used a discounted cashflow model ("DCF”) based on the forecast
cashflows in the Management Model for the period upto EIREDACTED] |

- For the purpose of this Final Report, market value is defined as the amount for
which the asset in question could reasonably be expected to change hands in a
transaction between parties who are equally willing and informed as to the
relevant facts, on an arm’s length basis, and under prevailing market
conditions.

Basis of Valuation (continued.)

- We did not attempt to identify the purchaser with the greatest special
interest. Such “special purchasers” may be willing to pay a higher price
because of, for example, reduced or eliminated competition, ensured source
of material supply or sales, cost savings arising on business combinations
following acquisitions or other synergies which could be enjoyed by the
purchaser.

Limitations

In carrying out our work we have reviewed the information made available to
us by SIMEC Group (“"SIMEC”) and other publicly available information
sources that we considered appropriate. We have not tested or verified any of
this information, whether drawn from SIMEC or from publicly available
sources.

Further, our valuation is dependent on certain statements, estimates and
projections (collectively “Projections”) provided by Management with respect
to anticipated future performance. Such Projections reflect various
assumptions concerning anticipated results and are subject to significant
business, economic and competitive uncertainties and contingencies, many of
which are or may be beyond the control of Management.

Accordingly, there can be no assurance that such Projections will be realised.
The actual results may vary from those projected, and those variations may
be material. Such Projections are the sole responsibility of Management and
we accept no responsibility for them, or for their ultimate accuracy and
realisation.

The Projections included the files provided to us on 05 August 2023 by
SIMEC, namely the filename "20220711-Project Boots Financial Model-issued
April Aurora Updated 7 August 2023 v2.xlsm”, which has forecasts used by
Deloitte from 2023 to 2048 (the "Management Model”).

SIMEC prepared the model on the basis that the Hydro Co=

We have considered forecasts to December 2048 representing the point at
which Management’s balance sheet forecasts cease. We consider sensitivities
on and adjustments to the Forecast Period in the Management Model.
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Scope, Basis and Limitations of Our Work GeC

We have continued to detail below the scope and limitations of our work

Limitations (continued)

- Please note that while we have challenged and questioned Management, we
have not performed a detailed due diligence of the Management Model or
verified the forecasts and assumptions therein.

-  We have identified a number of sensitivities which, if realised, may impact
value. The sensitivities presented do not represent all risks to the
Management Model and are not intended to represent a best or worst case
outcome.

« Our procedures result in a range of values for the Scottish Government’s
security interest in Hydro Co. We have presented a mid-point of that range
for your consideration.

- As part of our valuation we have not considered the current operating

structure of Hydro Co, which SIS

- Throughout this report we also note relevant limitations on our work as
pertinent to the given section.

- Please refer to Appendix 1 for details of our information sources.

Projectm Final Valuations Report - 04 October 2023



Contents

Executive Summary
Background
Financials

Valuation

Appendix

ProjectF - Final Valuations Report - 04 October 2023

(@)

10
13
20
28

VOS,



OO

Executive Summary | Overview

Our approach is based on reviewing the Management Model, amending it if deemed necessary before
running various scenarios and sensitivities identified as being applicable to the Hydro Co business

Valuation Approach: Valuation approach

- We have been requested by Scottish Government to value Hydro Co as at
(the “Valuation Date”). For further details regarding the Scope-
of work please refer to page 3 and 4.

« We have used a
y SIMEC. We have cross checked our value estimate to market transactions
for EV / MW.

- In preparing our Valuation we have performed the following steps, as
detailed in the diagram on the left:

1. Considered the valuation model provided by Management;
2. Adjusted the Management Model, refer to page 21;

3. Considered various sensitivities and scenarios on the key inputs to the
model.

- The Management Model has been prepared on a

» Further amendments to the Management Model (the "Adjusted Management
Model”) have been considered based on our analysis, please see page 21 for
further detail.

+ We consider

. Please see Appendix 2 for more

information.

ources: Deloitte analysis, SIMEC
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Executive Summary | Overview

Our indicative Enterprise Value range for Hydro Co as at 31 March 2023 reflects a series of scenarios and
sensitivities to reflect inter alia production, price and operating cost uncertainties

Enterprise Valuation range (£'m

Valuation Conclusion

« This compares to a Previous Valuation range of_
|

+ Our valuation implies [ R
|
Th

I - Plcase see page 23.

* This compares to an [
I

- Our valuation analysis and range has incorporated the following inter alia:
o]

o

e ——
0000000000000 ]
0000000000000
0000000000000
L

. Flease see page or more

P

etail.

o Management expects

o We note that if

o We understand that the necessary infrastructure has been installed to
support a full export connection

Projecm Final Valuations Report - 04 October 2023
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Executive Summary | Overview
Our indicative Enterprise Value range for Hydro Co as at |l rcflects a series of scenarios and
sensitivities to reflect inter alia |G

Enterprise Valuation range under various scenarios (£m)

Valuation Considerations (cont.)
o We have considered historical financial performance on page 14

- e

I > P20¢ 14 for d8fails.

o We have estimated the

anagemen ode

o This
. Please see page 24 for further details.

(o]

l,
|

o In addition to the above key considerations, we also consider the upside
and downside sensitivities run as per Appendix 2 and illustrated
alongside.

On the basis of all the analysis performed, including our scenario and
sensitivity analysis, as presented alongside, we have concluded on a

valuation range of [SiSBIISIISBI 2s presented on page 7.

« Our scenarios indicate a series of ranges from which we have selected an
overall range which we believe appropriately reflects the upside and
downside risks identified.

- However,

S Dilbirenmlss: SIMES |

+ To cross check our Valuation conclusP
I IS Il I E I I B B .

y : . I Refer to page 27 for further details.
PrO]eCtF - Final Valuations Report - 04 October 2023
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Executive Summary | Overview

The ISR V:/ue of Hydro Co has decreased relative to SEEREEEEGEGEGEGEE -y due o EEEEREE
.

Key Considerations

Our indicative Enterprise Value range for Hydro Co as at 31 March 2023 is [EiEESIISSE 'ith a(—as at the Valuation Date. The implied
. We have reported above an illustrative value bridge with the main differences from the [EiEBICIISIb2sed on the Adjusted
Management Model.

HECE " @ N
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Overview of .
Hydro Co g

Background | Overview of Hydro Co

OO

When Hydro Co was acquired in 2016, the PPA between Hydro Co and Smelter Co was guaranteed by the

Scottish Government

Current operational structure of Hydro Co

Sources: Deloitte analysis

ProjectF— Final Valuations Report - 04 October 2023

Hydro Co overview

Hydro Co consists of a Hydropower Plant based in Lochaber. The plant was

built in 1929 and has the capacity to generate up to=

The electricity generated by Hydro Co is currently used by Smelter Co.
Smelter Co is based in Fort William and is the last Aluminium smelter in the
UK.

2016 Transaction

In 2016, SIMEC bought Hydro Co and related estate land and Liberty House
Group (“Liberty”) bought Smelter Co from Rio Tinto for the combined
purchase price of £330m. The price also included the purchase of a
hydropower plant in Kinlochleven which is out of the scope of this report,
(together the “Acquisition”).

The Acquisition was structured as one transaction and therefore_
EDI

As a condition of the Acquisition, Liberty proposed to invest c.£70m in

Smelter Co in order to build an alloy wheels factory. [[HERCIISRI

PPA and grid connection

Hydro Co sells power to Smelter Co in line with the PPA agreement, which
we understand is

The PPA agreement is on a ‘| RS

Work has been completed to connect Hydro Co to the grid. iR

11



Overview of Earicin
Hydro Co g

Background | Financing

OO

Our valuation of Hydro Co is on the assumption that Hydro Co sells power to the grid | EEEEEEGEGEGE

Sources: Deloitte analysis
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verview of financing arrangements

As part of the Acquisition, the Scottish Government put in place a guarantee

RWREDACTED] 00000000000

The Scottish Government has [ IR

We understand that SIMEC assigned future receivables under the PPA to
Greensill Capital (UK) Limited (“Greensill”).

Greensill Capital filled for insolvency protection in March 2021.

We have not taken account the impact that the Greensill securitisation and
subsequent insolvency might have on the valuation.

Hydro Co could be operated to sell power on a

12
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i Historical Market price Expenses &
Forecasts Revenue :
performance assumption Capex

Financials | Historical performance

We understand that Hydro Co did no!
-
—

Financial performance

» We have compared the financial performance for=
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Sources: Deloitte analysis, Management information

We note that the
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Historical Market price
Forecasts Revenue :
performance assumption

Financials | Forecasts

Expenses &
Capex

OO

SIMEC has provided us with Forecasts which reflect their view of the financial performance of Hydro Co

Extract of forecasts provided by SIMEC
Year End Dec

ProjectF Final Valuations Report - 04 October 2023

2023F

2024F

2025F

Forecasts

SIMEC has provided us with their forecasts, the latest of which is titled
“"DTTL -Project Boots Financial Model-issued April Aurora Updated 7 August

2023 v2.xism”. [
I—

As part of our analysis on the Management Model we have questioned and

challenged management around their forecasts and assumptions, however,
as noted in the limitations on pages 3 and 4, it is beyond the scope of our

work to test or verify any of these forecast figures.

. See page

[y
~N

o
3
o
0
‘o]
o
-
"
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) Historical Market price Expenses &
Forecasts 5 Revenue :
performance assumption Capex

Financials | Revenue - Electricity Generation
The Forecasts have been prepared on the basis that | N

—

Historical generation of electrici

Forecast revenue

» The capacity of the Hydropower plant

The production factor o per the Adjusted Management Model is

s such, this valuation is performed on the basis that

Recent years have seen

Management expects that

Additionally,

As a result of
We consider the
*Please note 2023 has been grossed up to approximate a full year
Sources: Management information, Deloitte analysis,

ProjectF Final Valuations Report - 04 October 2023
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) Historical Market price Expenses &
Forecasts Revenue 3
performance assumption Capex

Financials | Market price assumption

SIMEC has used market price assumptions frorm |
E—

Market price assumptions

« Movements in the

« Management has

Management has

Management has

»  We have considered the following factors in addition to the above:

Sources: Deloitte analysis, Management information
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i Historical Market price Expenses &
Forecasts Revenue :
performance assumption Capex

Financials | Expenses & Capex

We understand that |5
Y —
—

Forecast operating costs(£m) ——T—
s

Management forecasts - Capex

Current valuation  mPrevious valuation
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Valuation Income Multiples cross
approach approach check

Valuation approach | Valuation approach
We have adopted the income approach through a DCF to value Hydro Co on a

Summary The DCF model

- This Report provides our view on the market value of Hydro Co. - There are three key parts of a DCF model:

g REDACTED] 0000000000000 B REDACTED] 000000000
A -
| |

BN 2pproach y

: A
———————————————————*% ——

.
I — -

. ]
I .
. |
|

Y.

1 |
. |
A Market approach
|

- We have used the market approach as a valuation cross check. The market
approach is based on the principle of substitution and the assumption that a
buyer would pay no more for an asset than it would cost to acquire a
substitute asset with the same utility.

- We identified transactions of comparable companies that operate in the
Hydropower industry in order to estimate appropriate valuation multiples for

the Company. [
]
——
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1. Scope and PRl 3. Assumption 4. WACC build 5. Comparable 6. Comparable 7. Information
d 3 X : e 8. Glossary
Basis to Forecasts summary up company betas transactions relied upon

Amendments to Forecasts

As part of our valuation, |
I

Area

Partial
Periods

Discount
Rate

Operating
Costs

Tax rates

Terminal
Year capex

Terminal
Year net
working
capital

Terminal
Year
depreciatio
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Valuation Income Multiples cross
approach approach check

Valuation | Income approach
We have estimated a WACC range of [

Summary WACC (Appendix 3) WACC

.
L

s 0000000000000 ]
|

- 0000000000000
|

11—
OO
|

(s 0000000000000
A
OO ]
|
|

I
0000000000000
L _______________________________________|

Sources: Deloitte analysis, S&P Capital IQ (and its affiliates, as applicable)
Copyright © 2023. See Disclaimer in Appendix 1
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Valuation Income Multiples cross
approach approach check

Valuation | Multiples cross check
The implied ISR o' Hydro Co is R

Comparable transactions EV/MW multiples summary Hydro Co multiple

| The—
The valuation conclusion
Transaction multlples approach
We have cross-checked our valuation conclusion with the multiples
observed for comparable hydro power plant transactions, refer to Appendix
5 for further details of selected transactions.

Sources: Deloitte analysis, Inframation.
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‘ 1. Scope and ‘
Basis

3. WACC build
up

6. Information
relied upon

2. Assumption
summary

4. Comparable
company bhetas

5. Comparable
transactions

7. Glossary I

VOS,

Appendix | 1. Sources of Information

Sources of
information

We have relied on information and explanations that we
have received from SIMEC and on publicly available
information.

Publicly available information used in our analyses was
obtained from sources such as: Capital IQ,
Mergermarket, Inframation, and public companies’
annual reports.

We set out a list of all key documentation relied upon in
Appendix 6.

Key contacts

Our principal contacts during the course of our
engagement have been:

- SRS (SIMEC); and
- EEEESNENE (SIMEC).

ProjectF— Final Valuations Report - 04 October 2023

Disclaimer of
Liability Notice
in respect of
Capital IQ (and
its affiliates, as
applicable)

This document may contain information obtained from
third parties, including ratings from credit ratings
agencies such as Standard & Poor's. Reproduction and
distribution of third party content in any form is
prohibited except with the prior written permission of
the related third party. Third party content providers do
not guarantee the accuracy, completeness, timeliness
or availability of any information, including ratings, and
are not responsible for any errors or omissions
(negligent or otherwise), regardless of the cause, or for
the results obtained from the use of such content.
THIRD PARTY CONTENT PROVIDERS GIVE NO EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT
LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE.
THIRD PARTY CONTENT PROVIDERS SHALL NOT BE
LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL,
EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR
CONSEQUENTIAL DAMAGES, COSTS, EXPENSES, LEGAL
FEES, OR LOSSES (INCLUDING LOST INCOME OR
PROFITS AND OPPORTUNITY COSTS OR LOSSES
CAUSED BY NEGLIGENCE) IN CONNECTION WITH ANY
USE OF THEIR CONTENT, INCLUDING RATINGS. Credit
ratings are statements of opinions and are not
statements of fact or recommendations to purchase,
hold or sell securities. They do not address the
suitability of securities or the suitability of securities for
investment purposes, and should not be relied on as
investment advice.
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