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Division of Public Utilities and Carriers
First Data Request of the Advocacy Section
Dockets D-06-51 / D2-06-53

DATA REQUESTS (FIRST SET)

The Asset Purchase Agreement (“APA™) dated April 5, 2006 notes that the
purchase price of the assets that Interstate is acquiring from IHSF is
$5,612,500. In the allocation of the purchase price, the value of the Athena is
noted as $4.2 million. Other elements of the purchase, including a non-
compete covenant ($500,000), the THSF CPCN ($500,000), and Goodwill
($200,000) are being financed through the loan with Washington Trust for
which Interstate seelcs Division approval,

The debt service on the loan in the first year is estimated to be $490,000
(WEE-1, Financing filing). These costs are part of the estimated first year
direct expenses of high-speed service of $1.4 million.

The Advocacy Section of the Division has a concern about the potential
effects of this debt obligation on the traditional ferry operation provided by
the other boats of Interstate, including year round passenger, freight, and
vehicle transportation at the present Ievel of service. If Interstate cannot
profitably operate the high-speed service, and can not cover its incremental
costs of providing the service, including the associated debt service, how
would the traditional service, and the underlying rates for that service, be
protected from covering losses from the provision of high-speed service?

Please include in your response a scenario in which the Athena is sold for an
amount less than the amount of the loan. How does Interstate propose to
cover the debt incurred as a result of the instant Division proceeding,
including any resulting impact on the traditional service and rates?

Response: Interstate addressed this question in part in its own CPCN filing in Docket

D-05-06.

In that docket I testified as follows:

“Q. What if Interstate losses money on the Fast Ferry operation, how would
that impact the current customer base?

A. It would have no impact. Interstate would simply not file for a rate increase

relating to the loss from the Fast Ferry operation and therefore the loss would not
be passed on to the ratepayers. In other words Interstate is willing to take the

business risk of the Fast Ferry not being profitable.

Q. Mr. Edge, isn’t it possible that a large loss from the Fast Ferry operation
could result in a financial hardship for Interstate which in turn could
adversely impact on Interstate’s current ratepayers even if there is no
increase in current rates?
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A. Based upon my analysis, I do not expect a large loss from the Fast Ferry
operations.

Q. Nevertheless, what if there is a Iarge loss from the Fast Ferry operations,
what will Interstate do?

A. Interstate will determine why there was a loss. If it is decided that the Fast
Ferry operation can not be profitable, then Interstate Navigation’s management
intends to sell or charter the new Fast Ferry. Our research has shown that the
resale value of these fast ferry boats, due to the high demand for this quickly
growing mode of transportation, is often greater than the original cost for a period
of time. Therefore, Interstate is confident that even the worst case loss scenario
will not adversely impact the current ratepayers.

Q. Is Interstate prepared to take any other steps to protect the current rate

payers?
A. YeS' *******.

Also, although Interstate prefers to use the new Fast Ferry exclusively for its own
operations, it is possible that the new Fast Ferry could be leased to other
operators. Interstate has determined that these leases can be very profitable.

The Commission’s review of Hi-Speed’s winter leases should support this claim.”

In this docket, Interstate is confident that it can continue to make profits (as it has in the
poor weather summer of 2006) in its fast ferry operations after the purchase of the IHSF
assets in RI. Further, Interstate is prepared, if necessary, to make appropriate changes to
the fast ferry operation in the areas of scheduling and staffing to eliminate any losses that
may result. It must be remembered that Interstate has been running ferries back and
forth from Block Island for well over fifty years and 1 believe that they have the
knowledge and experience to make this fast ferry operation profitable.

I, after Interstate has exhausted all of the fast ferry cost cutting options, Interstate still
has a loss, Interstate would then need to evaluate the fast ferry rates. For example,
would it be better to increase rates and in tumn increase revenue to restore profit or would
it be better to decrease rates, which may increase ridership, and in turn increase revenue
and profit? Interstate would evaluate these options and the option of leasing the MV
Athena fully before Interstate would consider selling the MV Athena.

The only risk that is different in the sale of the MV Athena compared to Interstate’s
selling its own vessel built for its CPCN is the fact that the MV Athena is not worth the
full amount of the borrowing needed to buy all the RI assets of 11ISF. Therefore, if the
fast ferry operation was not profitable, even afier Interstate made all of the appropriale
changes (including adjusting rates), then Interstate would have to either lease the vessel
year round o cover the debt service, sell the MV Athena and reduce debt service
payments or sell the entire fast ferry business for $5.6 million dollars or more.
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However, in a worse case scenario suggested by the data request, Interstate would have to
sell the MV Athena. The proceeds from that sale would go to reduce the debt from
$5.,600,000 to $1,400,000 ($5.6-$4.2 million). Interstate would then negotiate a
refinancing of the remaining balance of the debt and reduce the debt service payments
from $490,000 to about $123,000. Interstate could then pay the reduced debt service
amount by using its authorized return on rate base (nearly $500,000) from its traditional
service. The authorized return on rate base is the property of the owners, not the
ratepayers, and the use of these funds would not adversely impact the traditional service.

One additional option would be for Interstate to return the M/V Manitou to the Newport
to Block Island run and sell the M/¥ Nelseco (appraised value $2.3 million). The
proceeds from the sale of both the M/¥ Athena and the M/V Nelseco would be $6.5
million ($2.3 + $4.2) which is greater than the total debt of this deal $5.6 million.

It should be noted however that the risk of failure for the proposed fast ferry operation
using the MV Athena is far less than the risk that Interstate would have faced with its own
CPCN. With the purchase of the MV Athena and the other RI assets of the IFHST,
Interstate eliminated significant competition and purchased an established fast ferry
service with an established customer base. Also, Interstate’s traditional service would
have faced far more risk of increased traditional rates if Interstate continued to lose

customers to JHSF.

Interstate expects that as its customers become familiar with the Interstate fast ferry
operations to Old Harbor, and Interstate has the opportunity to refine its schedule to meet
its customers’ needs, as well as refine and expand its fast ferry marketing, ridership on
the fast ferry will increase and the fast ferry service will be more profitable and will
provide an increased subsidy for the traditional service. It should be noted that
Interstate’s marketing of its fast ferry in 2006 was limited by virtue of the fact that
approval was not received until just before the season began.

Prepared by WEE
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AS 1-2.  InMr. Edge’s testimony in D-06-51, page 6, he states that the owners of
Interstate have agreed to absorb any loss from fast ferry operations in the first
year. If not already answered in your response to question 1, please explain
the proposed treatment of fast ferry losses after the first year.

Response: If Interstate decides to operate the fast ferry after a first year loss then
Interstate has made a business decision that it expects to make a profit in future years
from the fast ferry operation. Should Interstate subsequently have a loss from fast ferry
operations in any one year, Interstate expects to offset that loss against fast ferry profits
from another year. It is only fair that fast ferry losses be offset by fast ferrv profits and
that net profits from fast ferry be credited to the traditional service.

This can be done by establishing a restricted allowance account for all fast ferry operation
gains and losses. The account could be started by depositing the net profit from the fast
ferry from the summer of 2006 into a restricted account. Then as Interstate has profits in
excess of the revenue allowance credited to the traditional service (in the traditional rate
filing) those excess profits could be deposited into the restricted account. For example,
if Interstate is required to reduce its revenue requirement in the traditional docket for a
revenue allowance from fast ferry of $150,000 and then Interstate actually makes
$200,000 in the fast ferry operations in the succeeding year, Interstate would deposit
$50,000 ($200,000 -150,000) into the restricted account.

If Interstate suffers a fast ferry loss (other than in the first year which Interstate has
agreed to absorb) , or earns less than the revenue allowance credited to the traditional
service, then Interstate could withdraw from the restricted account (after Division
review). For example, if interstate made only $100,000 from the fast ferry operations
and the aljowance was $150,000, Interstate couid withdraw $50,000 ($150,000-$100,000)

from the restricted account.
If the restricted account became either excessive (greater than $500,000) or the balance

drops down to an unsafe level ($100,000) the revenue allowance credited to the
traditional service could be adjusted either up or down to assure the continuation of the

restricted account at a reasonable level.

Prepared by WEE



Division of Public Utilities and Carriers
First Data Request of the Advocacy Section
Dockets -06-51 / D-06-33

AS1-3.  Please provide a copy of the business valuation appraisal of IHSF referred to
in the April 7, 2006 Loan Commitment letter from Washington Trust
Company.

Response: See attached.

Prepared by WEE
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Inc.
February 28, 2006

Ms. Bethany A. Schneider

Portfolio Manager, Commercial Real Estate
‘The Washingion Trust Company

23 Broad Street

Westerly, RI 02891

Dear Ms. Schneider:

DESCRIPTION OF THE ASSIGNMENT

DelLisi & Ghee, Inc. has been retained by The Washington Trust Company on behalf of
its banking client, Interstate Navigation Company, to estimate the “Fair Market Value” of
certain assets of the business known as Island Hi-Speed Ferry as of January 31, 2006. We
will be specifically valuing the fair market value of certain assets of Island Hi-Speed
Ferry as proposed for acquisition by Interstate Navigation Company. Our report will be
utilized by the client for the purpose of establishing the fair market value of those certaih
assets being acquired by Interstate Navigation Company for the purpose of determining
the viability of a bank loan in support of the transaction.

Fair Market Value is defined per Revenue Ruling 59-60 as “...the price at which the
property would change hands between a willing buyer and a willing seller when the
Jormer is not under any compulsion to buy and the latter is not under any compulsion to
sell, both parties having reasonable knowledge of relevant facts.”

SUMMARY DESCRIPTION OF THE COMPANY

Island Hi-Speed Ferry, in its present operational state, operates the M/V Athena, a 250-
passenger high-speed catamaran, which is berthed in Point Judith, Rhode Island and sails
to New Harbor, Block Island throughout the summer and fall months. Interstate
Navigation Company operates several ferry boats (slow lerries) from Point Judith to
Block Island, and Block Island to Newporl. As part of this valuation process, Inlerstate
Navigation Company has made an offer to purchase certain assets of Island Hi-Speed
Ferry with a total deal cost of $5,612,500.

John Ghee, M3, MCBA

Leo 1. Delisi, Jr., ASA, MCBA Delisi & Chee, Ine.
Accredited Senior Appraiser 989 Reservoir Avenue = Cranston, RT 02910 Master Certified Business Appraiser
Master Certified Business Appraiser (401) 944-0900 » Fax (401) 944-0911

Rhode Island = Florida



Therefore, we are valuing certain assets of Island Hi-Speed Ferry as identified by
Interstate Navigation Company, which would include certain tangible and intangible
assets of the present Hi-Speed Ferry operation. We are not valuing the corporate entity

that holds the assets.

VALUATION METHODS AND CONCLUSION

Our valuation protocol involved the examination of three approaches to value: the market
approach, cost approach and income approach. Various methods were considered within

each approach. We placed our emphasis on the income approach, as well as the asset
approach utilizing both the net asset value method (to determine tangible asset value), as
well as the excess earnings method to determine the fair market value of intangible assets.
Other methods were examined but not given primary consideration as of the valuation

date.

Based on our analysis of the information and data reviewed and collected, we conclude
that the Fair Market Value of certain assets of Island Hi-Speed Ferry as of January 31,

2006 was:

$5,900,000
FIVE MILLION NINE HUNDRED THOUSAND DOLLARS

Our attached report of findings is an integral part of our conclusion and is subject to the
Assumptions and Limiting Conditions contained in Appendix A.

Lgb J. Deflisi, Ir., ASA, MCBA, FACFE
ACCREDITED SENIOR APPRAISER
MASTER CERTIFIED BUSINESS APPRAISER
PRESIDENT

LiD/jet
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I
INTRODUCTION

DeLisi & Ghee, Inc. has been retained by Ms. Bethany A. Schneider of The Washington
Trust Company, to determine the Fair Market Value of certain assets of Island Hi-Speed
Ferry (hereafter referred to as “IHSF”), as of January 31, 2006. This report will have as
1ts purpose the development and presentation of the appraiser’s opinion of such value.
Further, the conclusions derived herein will be utilized by The Washington Trust
Company for the purpose of establishing fair market value of those certain assets of
Island Hi-Speed Ferry being acquired by Interstate Navigation Company for bank lending
purposes. Other uses or applications are prohibited without specific approval of all

concerned parties.

ASSETS AND LIABILITIES TO BE INCLUDED IN THE APPRAISAL

Based upon information furnished by the client, as well as the borrower, Interstate
Navigation Company is proposing to acquire those certain assets from IHSF including the
M/V Athena, a 250-passenger high-speed catamaran, the Galilee Berthing Permit, the
Certificate of Public Convenience and Necessity (CPCN), goodwill, covenant not to
compete, and customer list of THSF.

According to information furnished, there are no liabilities being assumed from the
present IHSF operation. INTERSTATE is not acquiring the corporate entity. Debt
service used in the forecast is specifically in support of the loan being sought by the

borrower to complete this transaction.

With respect to the most significant tangible asset, we have been furnished with a Marine
Survey and appraisal of the M/V Athena, which will be discussed later in this report and

included as an exhibit.

CONTINGENT & LIMITING CONDITIONS

We assume certain assets of Island Hi-Speed Ferry to be part of a going concem that will
continue to operate as such into the foreseeable future. By going concern we mean value
as an operating business enterprise.’ A significant component in this valuation includes a
financial projection prepared by Interstate Navigation Company with respect  to
anticipated operating results from the acquisition of certain assets of Island Hi-Speed
Ferry. We have relied upon this forecast as being accurate. We have met with

1 Intemational Glossary of Business Valuation Terms

Page 2 I. Introduction
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representatives of Interstate Navigation Company and have gone through a line-by-line
review of each of the revenue and expense items for reasonableness. We have made
several changes to Interstate Navigation Company’s projection, and these changes and the
overall projection will be discussed at length in this report. This report is heavily
dependent upon that furnished projection and we make no guarantee as to the newly
acquired entity’s ability to generate the anticipated revenues and profits.

Appendix “A” contains the Contingent and Limiting Conditions associated with the
valuation of IHSF. This appraisal is specifically subject to these conditions.

HIGHEST AND BEST USE

The Level of Value Appraised:

Valuation theory suggests that there are three “levels” of value applicable to a business or
business ownership interest:”

e Controlling Interest Basis — refers to the value of the enterprise as a whole;

e Marketable Minority Interest Basis — refers to the value of a minority interest,
lacking control, but enjoying the benefit of liquidity as if it were freely tradable in

an active market; and

¢ Nonmarketable Minority Interest Basis — refers to the value of a minority
interest, lacking both contro] and market liquidity.

In ihts engagement, we are valuing those certain assets of Island Hi-Speed Ferry on a
controlling interest basis.

There are two fundamental bases on which a company may be valued:

1. As a going concern, and
2. As if in liquidation.

The value of a company is deemed to be the higher of the two values determined under a
going concern or a liquidation valuation. This approach is consistent with the appraisal
concept of highest and best use, which requires an appraiser to consider the optimal use
of the assets being appraised under current market conditions. If a business will
command a higher price as a going concern then it should be valued as such. Conversely,
if a business will command a higher price if it is liquidated, then it should be valued as if

2 Z. Christopher Mercer, Quantifying Marketability Discounts, Peabody Publishing, LP, 1997

Page 3 1. Imtroduction



in orderly liquidation. In this engagement, liquidation of the company would not appear
to be a viable alternative as the enterprise has more value as a going concern.

STANDARD OF VALUE

Fair Market Value is defined per Revenue Ruling 59-60° as “...the price at which the
property would change hands between a willing buyer and a willing seller when the
Jormer is not under any compulsion to buy and the latter is not under any compulsion to
sell, both parties having reasonable knowledge of relevant facts.”

EFFECTIVE DATE OF THE APPRAISAL

This report contains our opinion of value as of January 31, 2006. We were provided a
projection pertaining to revenues and expenses of the proposed acquired IHSF assets and
have utilized an effective date of January 31, 2006 as our valuation date. We were not
furnished with financial data from THSF’s existing operations and therefore, have relied
upon the borrower’s projections, and assumptions (which have been reviewed and
documented where possible). Per instructions from our client, we have utilized J anuary

31, 2006 as our effective date of appraisal.

SOURCES OF INFORMATION

Internal Sources:

An in-depth interview was conducied on February 2, 2006. We met with Walter Edge,
CPA and Michael McElroy, Esq. at their offices located at 21 Dryden Lane in Providence,
Rhode Island. Mr. Edge and attorney McElroy have long represented Interstate
Navigation Company with respect to legal and accounting issues for the Company.
Subsequent meetings, emails and telephone conversations took place at various times
throughout the valuation process. Management and financial information was provided

by:

Please Turm Page

3 Revenue Ruling 59-60 (1959-1C.B. 237), IRC SEC. 2031, SEC 2.02
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TABLE I-1

Attorney: Michael McElroy, Esq.
C.P.A.: Walter Edge, CPA

Washington Trust Lending Officer: Bethany A. Schneider

External Sources:

We conducted research of industry data, private transaction data and publicly traded
company data for the ferryboat industry. This research was completed utilizing sources
mcluding the “Done Deals,” “Pratt’s Stats,” “Institute of Business Appraisers,” and
“BizComps” databases, “The Wall Street Journal,” “Mergerstat Review,” the Internet and
other research sources as referenced and footnoted in our report.

SCOPE OF THE APPRAISAL

Any business valuation requires some element of judgment in the valuation process. This
is further emphasized in Revenue Ruling 59-60 under Section 3.01, which states, "sound
valuation will be based upon all the relevant facts, but the elements of common sense,
informed judgment and reasonableness must enter into the process of weighing those
Jacts in determining their aggregate significance." We have relied upon informed
judginent where required and documented our information where possible.

In order to determine the proper valuation for those certain assets of Island Hi-Speed
Ferry being acquired by Interstate Navigation Company we have relied upon a projection
of revenues, expenses and profitability based on various assumptions and synergies that
have been reviewed in detail with the borrower. We were furnished with the original
projection, which was ultimately updated by the borrower’s representatives. Revisions
were made by DeLisi & Ghee, Inc with respect to the final projection utilized in valuing
those certain assets of Island Hi-Speed Ferry. With respect to asset values, we were
furnished with a Marine Survey and Appraisal of the M/V Athena, the primary asset in
the acquisition. With respect to the intangible value of those assets being acquired, we
have utilized an income approach to determine the overall value of tangible and
intangible assets, and have applied an excess earnings method to determine the fair
market value of the intangible assets included in the acquisition. The net asset value
method was utilized to calculate the tangible asset value of the proposed acquisition.

Page 5 L Intreduction
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We implemented the appropriate valuation methods to develop an estimate of value for
IHSF. A variety of business valuation methods were examined. We place primary
emphasis on the income approach, which was closely supported by the asset approach
utilizing the net asset value method as well as the excess earnings method.

Page 6 L Imtroduction
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111
COMPANY OPERATIONS

PROPOSED TRANSACTION

Interstate Navigation Company (INTERSTATE), the operator of the Block Island F erry
(and other vessels) is currently planning to acquire certain assets of Island Hi-Speed
Ferry (IHSF), the major competitor to INTERSTATE’s Point Judith to Block Island ferry

operations.

According to documentation furnished to DeLisi & Ghee, Inc., the purchase price of the
proposed acquisition is $5,612,500, and includes the hi-speed ferry vessel, M/V Athena;
as well as IHSF’s Certificate of Public Convenience and Necessity, Rhode Island
customer lists, goodwill, covenant not to compete and the Point Judith berthing permit.

The acquisition will allow INTERSTATE to eliminate a strong competitor, provide high-
speed ferry service to its customers, and be a profitable venture.

ISLAND HI-SPEED FERRY

We have reviewed the website maintained by IHSF at www.islandhispeedferry.com.,
which identifies the Company as “the first and fastest high-speed catamaran service to

Block Island.

THSF makes the trip from its berth in Point Judith, Rhode Isiand to New Harbor, Biock
Island in 30 minutes. This compares favorably to INTERSTATE’s slow ferry, which
requires approximately 60 minutes to make the trip.

IHSF operates the M/V Athena, a 250-passenger hi-speed catamaran constructed of all
welded aluminum. The Athena contains active ride control, allowing a very smooth ride
at speeds up to 40 miles per hour. The Athena is fully climate controlled, with
comfortable cushioned airline style seating, full galley, and audiovisual systems.

Photographs of the M/V Athena and the Block Island are as follows:

Please Turn Page

Page 2 II. Company Operations
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The Athena is powered by four diesel engines producing 4400 hp, which drive water jets.
The ship displaces 80,000 gallons per minute at full speed.

According to THSF’s website the ferry runs three round-trips weekdays, with a fourth run

on Fridays, five runs on Saturdays and Sundays (September through October). During
the peak summer months THSF runs six round trips daily. Rates are as follows:

Adults*  Children** Bike Adults*  Children**

$16.00 $8.75 $3.06 51585  $8.75

o
One W ay $iU.UU DO.FD

Round Trip  $29.85 $13.50 $29.35 $13.50

Although no financial data has been provided by IHSF, INTERSTATE has estimated
approximately 40,000 passengers took the Island Hi-Speed Ferry in 2005.

INTERSTATE NAVIGATION COMPANY

Although we are not valuing INTERSTATE, it is important to understand its operations
as part of this proposed transaction.

INTERSTATE operates several ferry boats supporting runs from Point Judith to Block
Isiand, and Block Island to Newport (round trips).

Utilizing slow ferry boats, the Point Judith to Block Island run takes 55 minutes, nearly
double the Hi-Speed Ferry, and the Newport to Block Island run takes approximately two

hours.

Rates vary, but a round trip; same day adult fare (Point Judith — Block Island) is $18.95,
compared to IHSF’s rate of $29.85, including port fees.

RECENT HEARINGS FOR INTERSTATE TO OPERATE HI-SPEED SERVICE
According to The Block Island Times,! INTERSTATE planned to purchase a high-speed

ferry for approximately $6 million dollars, and operate between Block Istand, Newport
and Point Judith. The article pointed out:

1 The Block Istand Times, May 2, 2005
Internet @http://www.blockislandtimes.com/news/2005/0502/front . page/001.htmli
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A round-trip passenger ticket would cost $30—a dollar more than what Island Hi-
Speed, the company that operates the summer Hi-Speed Ferry out of New Harbor

to Point Judith—charges;

Susan Linda, INTERSTATE’s president, secretary and treasurer, said in her
testimony that when INTERSTATE tried to prevent Island Hi-Speed Ferry from
starting a fast boat, “T did not realize how important speed has become for ferry
customers, and bow much they are willing to pay for it.” She later said, “Clearly I
was mistaken when I testified in IHSF’s docket that there was no need or demand

for a fast ferry service to Block Island.”

INTERSTATE says it knew for sure that fast ferries had become popular when it
handed out a survey to its customers last summer. The results, Linda testified,
-were that 35 percent of respondents traveling from Point Judith to Block Island
were interested, and 73 percent of respondents from Newport to Block Island
were interested—even if rates were to double.

Sue Linda’s reasons for a fast ferry include: “a smoother and quieter ride™;
“significantly less motion sickness for our customers”; and the growing need to
give elderly customers the choice between a fast or slow boat. And importantly,
having a small car deck on a high-speed boat would help the island with its
medical emergencies, important deliveries and “homeland security activities.”

Frankly, INTERSTATE says, it could use the cash. Its revenue has dropped since
2001 when Island Hi-Speed started, and it took an even harder hit last summer
when the Block Island Express started its service from New London.

Sue Linda said that Walier Edge believes a fast ferry “would be immediately
financially successful.” In fact, not operating at a profit would be “an extremely
unlikely event,” she said. Edge estimates INTERSTATE would experience a

profit of $497,781 in 2006.

The town has decided not to take a formal position on INTERSTATE’s wish for a
fast boat.

However, First Warden Jack Savoie did send a two-page letter to the Division of
Public Utilities and Carriers on April 7.

“We would like to preserve passenger choice and options for ferry service to
Block Island,” he wrote. “Second, we are vitally inierested in the viability of
winter service and the ability to gencrate sufficient revenues in the summer 1o
help support that winter service.”

Page 6 II. Company Operations
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Any boon to INTERSTATE during the summer months “has to be supported as it
can only strengthen the year-round service,” he wrote.

But, he adds, a fast ferry would help because “The difference in time between
conventional and fast ferry transport could be critical in those situations where our
Life Star helicopter transport is grounded because of weather.”

The Rhode Island Division of Public Utilities, and Carriers Approved INTERSTATE’s
application to operate a “fast ferry” between Point Judith and Old Harbor, Block Island,
and Newport and Old Harbor, Block Island. The application was initially filed December
£,2004,

In reviewing the decision (www.ripuc.org/eventsactions/docket/D-035-06-Interstate-
ord18506(1-23-06).pdf), IHSF’s own expert indicated that survey results indicated that
57% of THSF’s passengers “would essentially cross the dock and use INTERSTATE’s
fast ferry instead of IHSF’s service because arriving and departing from Old Harbor
(rather than New Harbor) would be more convenient.”

The Division further indicated that, “Mr. Edge and Dr. Stutz both persuasively concluded
that INTERSTATE is not only capable of providing the high-speed services, but that the
proposed fast ferry would be immediately profitable, a conclusion that IHSF does not

dispute.”

In conclusion, the Division stated, “INTERSTATE has adequately demonstrated that it is
fit, willing and able to provide high-speed ferry services between Point Judith, Block

Island and Newport.”

The Division did limit the trips to three per day, and modified times to protect IHSF.
The proposed transaction would clearly be beneficial to INTERSTATE, effectively

eliminating its main competitor (IHSF), and allowing the Company to operate IHSF on a
synergistic basis. In Section IV, we will discuss projections of the proposed venture.
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I
ECONOMIC AND INDUSTRY DATA

NATIONAL ECONOMIC OUTLOOK - FOURTH QUARTER, 2005

An extremely important section of a well-prepared business valuation is a thorough and
relevant economic section. First, Revenue Ruling 59-60 requires consideration of "the
economic outlook in general and the condition and outlook of the specific industry in
particular.”  Secondly, an understanding of the economic outlook is Jundamental to
developing reasonable expectations about the subject company's future prospects.

In any business valuation, the general economic outlook as of the appraisal date should
be considered, since the national economic outlook is ofien the basis of how invesiors
perceive alternative investment opportunities at any given time.

In this analysis, we have examined the general economic climate that existed at the end of
December 2005. This summary provides an overview of some selected economic factors
that prevailed in the fourth quarter of 2005, as well as a discussion of the factors that are
crucial over an extended period of time. Topics addressed include general economic
conditions, consumer prices and inflation rates, energy prices, interest rates,
unemployment, consumer spending, the stock and bond markets, construction,

manufacturing, and the future economic outlook.

GENERAL ECONOMIC CONDITIONS

The U.S. economy, hampered by rising interest rates and surging energy prices, grew at a
its slowest pace in three years during the fourth quarter of 2005. Although the fourth-
quarter figure was much lower than expected, the gross domestic product (GDP), which
is the broadest measure of the economy's health, still grew for the 17® consecutive
quarter. While the Fed is still expected to increase interest rates at the beginning of 2006,
inflationary pressures in the fourth quarter of 2005 remained moderate.

GROSS DOMESTIC PRODUCT

The U.S. Department of Commerce reported that the nation's economy increased at an
annual rate of 1.1 percent in the fourth quarter of 2005, as indicated by the GDP, and
marked the slowest pace since the last quarter in 2002. This is down from the 4.1 percent
rate that was posted in the third quarter of this year, as can be seen in Table III-1. The
fourth-quarter GDP marked the end of the streak of eight straight quarters of GDP growth
between 3 and 4.5 percent, which was the longest streak of such consistent growth since
World War II. In 2005, the economy grew by 3.5 percent, compared to an increase of 4.2

Page 2 111. Economic & Industry Data
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percent in 2004 and 2.7 percent in 2003. The deceleration in fourth-quarter GDP growth
was largely contributed to the slowdown in consumer and defense spending, business
investment, housing construction, and the widening trade deficit.

Please Turn Page
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Consumer spending, which accounts for two-thirds of all economic activity in the United
States, increased by 1.1 percent during the fourth quarter of 2005. This compares with a
4.1 percent increase in the previous quarter and a 3.4 percent gain in the second quarter of
this year. The fourth quarter figure was the lowest growth rate since a 0.5 percent
increase in the first quarter of 2001. In 2005, consumer spending rose by 3.6 percent,
compared with a 3.9 percent increase in 2004 and a 2.9 percent increase in 2003.
Consumer expenditures only increased the fourth-quarter GDP by 0.79 percentage points.

This compares with a GDP increase of 2.85 percentage pomts in the previous quarter and

o s Py Ry -t nne
g 2.35 percentasu P\..uj_u. increase i the second Juaitci O of 2005.

CONSUMER SPENDING

GOVYERNMENT SPENDING

During the fourth quarter of 2005, government spending decreased at a rate of 2.4
percent, compared with an increase of 2.9 percent during the previous quarter and a 2.5
percent increase in the second quarter of this year. The fourth quarter figure was the first
decrease in government spending since a 0.3 percent decline in the first quarter of 2003.
In 2005, government spending increased by 1.7 percent, which is down from a 2.2
percent increase in 2004 and a 2.8 percent increase in 2003. During the fourth quarter,
federal government spending decreased by 7.0 percent, compared with a 7.4 percent
increase in the previous quarter. National defense spending declined by 13.1 percent
during the fourth quarter, following a large increase of 10.0 percent in the previous
quarter and a 3.7 percent gain in the second quarter of this year. In 2005, national
defense spending rose by 2.3 percent, which is down from a 7.0 percent increase in 2004
and an 8.8 percent increase in 2003. State and local government spending increased by
0.4 percent in the fourth quarter of 2005, which was up slightly from the 0.2 percent

increase in the previous quarter.

BUSINESS INVESTMENTS

Business investments continued to grow during the fourth quarter of 2005, but at its
slowest pace since the first quarter of 2003. Business spending, or nonresidential fixed
investment, increased at a rate of 2.8 percent during the fourth quarter afier rising by 8.5
percent in the previous quarter and by 8.8 percent in the second quarter of this year. In
2005, business spending rose by 8.5 percent, compared to an increase of 9.4 percent in
2004 and a 1.3 percent increase in 2003. Business expenditures on equipment and
sottware increased by 3.5 percent during the fourth quarter, which follows a 10.6 percent
rise in the previous quarter and a 10.9 percent increase in the second quarter of 2005,
Business spending on structures increased slightly by 0.7 percent in the fourth quarter,
compared to a 2.2 percent increase in the third quarter and a 2.7 percent rise in the second

quarter of this year.
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BUSINESS INVENTORIES

During the fourth quarter of 2005, companies increased inventories after two straight
quarters of decreases. The rise in private business inventories increased the fourth-
quarter GDP by 1.45 percentage points after decreasing the previous quarter’s GDP by
0.43 percentage points. Businesses increased their inventories of unsold goods at a rate
of $25.7 billion in the fourth quarter, following decreases of $13.3 billion in the previous
quarter and $1.7 billion in the second quarter of this year. The third quarter inventory
drop was the largest since the fourth quarter of 2001 when they fell at an $86.7 billion

rate.

TRADE DEFICIT

For the ninth time in the last 10 quarters, the trade deficit provided a negative
contribution to the GDP. Exports, which grew for the tenth straight quarter, rose by 2.4
percent in the fourth quarter, following an increase of 2.5 percent in the previous quarter
and a 10.7 percent increase in the second quarter of 2005. The fourth quarter increase in
exports is the slowest since a 2.1 percent decline in the second quarter of 2003. In 2005,
exports rose by 6.7 percent, compared with an 8.4 percent increase in 2004 and a 1.8
percent increase in 2003. The U.S. dollar’s weakness in recent years has helped boost
exports, making U.S. goods cheaper overseas. Foreign imports jumped by 9.1 percent
during the fourth quarter of 2005 after an increase of 2.4 percent in the previous quarter.
In 2005, imports increased by 6.2 percent, compared with a 10.7 percent rise in 2004 and

a 4.6 percent increase in 2003.

During the fourth quarter of 2005, the trade deficit increased from last quarter's
annualized rate of $730.4 billion in real terms to $784.1 billion. The trade deficit
decreased the fourth-quarter GDP by 1.18 percentage points after only decreasing the
previous quarter's GDP by 0.12 percentage points.

CONSUMER PRICES AND INFLATION RATES

Despite rising gasoline prices, inflationary pressures remained in check during the fourth
quarter of 2005. According to the U.S. Department of Commerce, the price index for
gross domestic purchases, which measures prices paid by U.S. residents, increased by 3.3
percent in the fourth quarter. This compares with an increase of 4.2 percent in the
previous quarter. Excluding food and energy prices, the price index for gross domestic
purchases increased by 2.9 percent in the fourth quarter, compared with a 2.5 percent
increase in the previous quarter.

The U.S. Department of Labor reported that the Producer Price Index for Finished Goods,
which measures inflationary pressures before they reach consumers, increased by 0.9
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percent in December 2005, following a 0.7 percent decline in November and a 0.7
percent rise in October. In 2005, the price for finished goods rose by 5.4 percent,
compared with a 4.2 percent increase in 2004 and a 4.0 percent increase in 2003. The
costs of intermediate goods rose slightly in December by 0.2 percent, compared to a
decrease of 1.2 percent in November and an increase of 3.0 percent in October. The cost
for intermediate goods rose by 8.4 percent in 2005, following a 9.2 percent increase in
2004 and a 3.9 percent increase in 2003. Finished goods prices other than food and
energy rose by 0.1 percent in December, after increasing by 0.1 percent in November and
decreasing by 0.3 percent in October. Finished consumer food prices increased by 0.9
percent in December, compared with an increase of 0.5 percent in November and a slight

a ~F N e T +rJ o
decrease of 0.1 percent in October.

The Department of Labor reported thai the Consumer Price Index for All Urban
Consumers (CPI-U) decreased by 0.4 percent in December 2005, but is 3.4 percent higher
than its level one year earlier. While the Consumer Price Index for Urban Wage Earners
and Clerical Workers (CPI-W) is 3.5 percent higher than one year ago, the index
decreased by 0.5 percent in December.

ENERGY PRICES

At the end of the fourth quarter of 2005, a barrel of light crude oil sold at $61.04 per
barrel, while heating oil and unleaded gasoline closed at about $1.73 and $1.71 per
gallon, respectively. At the end of the third quarter, a barrel of light crude oil traded at
$66.24, while heating oil and unleaded gasoline traded at $2.07 and $2.14, respectively.
A year ago, the prices were $43.45 for light crude oil, $1.23 for heating oil, and $1.09 for
unleaded gasoline. Energy goods prices grew by 3.1 percent in December, following a
4.0 percent decrease in the previous month. Prices for crude oil dropped in December by
2.3 percent, following a decrease of 1.2 percent in November and an increase of 6.7
percent in October. Crude materials for further processing rose by 22.1 percent in 2005,
compared to a 17.4 percent increase in 2004 and a 19.5 percent increase in 2003.

INTEREST RATES

As feared by the markets and economists, the Federal Reserve Board (FRB) continued to
raise its target for the federal funds rate by a quarter of a percent at each of its two
meetings in the fourth quarter of 2005. The FRB started to raise the federal funds rate in
June 2004, after it had been stable at 1.0 percent for a year before that. Since June 2004,
the FRB raised its larget short-term raie thirteen limes—each time by a quarter of a
percent— up io 4.25 percent at the end of the fourth quarter of 2005. The federa! {unds
rate is the interest rate at which a commercial bank lends immediately available funds in
balances at the Federal Reserve to another commercial bank.
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The Federal Open Market Committee (FOMC) met twice during the fourth quarter -~
November 1 and December 13—and at both meetings decided to raise the federal funds
rate by a quarter percent to 4.0 percent and 4.25 percent, respectively. At both meetings,
the FOMC noted that, although the core inflation has stayed relatively low in recent
months and the long-term inflation expectations remain contained, the collective rise in
energy — among other costs - has the potential to add to inflation pressures. The FOMC
press release, dated November 1, stated, “The cumulative rise in energy and other costs
has the potential to add to inflation pressures; however, core inflation has been relatively
low in recent months and longer-term inflation expectations remain contained.”

The increases in the federal funds rate are expected to have an impact on other interest
rates such as credit card rates, adjustable-rate mortgage rates and home equity lines of
credit, as well as money-market account and certificate of deposit rates.

Also during the fourth quarter, the Board of Governors of the Federal Reserve System
(FRB) voted twice to raise the discount rate by a quarter percent to 5.0 percent and then
to 5.25 percent. The FRB started to raise the federal fumds rate in June 2004, after it had
been stable at 2.0 percent for a year before that. The discount rate is the interest rate a
commercial bank is charged to borrow funds, typically for a short period, directly from a
Federal Reserve Bank. The board of directors of each Reserve Bank establishes the
discount rate every 14 days, subject to the approval of the Board of Governors.

UNEMPLOYMENT

During the fourth quarter of 2005, the unemployment rate remained steady. The
unemployment rate was at 5.0 percent in the fourth quarter, remaining unchanged from
the rate posted in the previous quarter. The number of unemployed persons was 7.455
million in the fourth quarter, compared with 7.503 million in the third quarter of 2005.
During the fourth quarter, the construction, manufacturing, education and health services,
and professional and business services sectors continued to add jobs, while retail trade

employment was down slightly from the previous quarter.

During the fourth quarter of 2005, manufacturing employment increased by 10,000 jobs,
with the majority of the job gains occuring in the component industries, including wood
products and computer and electronic products. The construction industry continued to
trend upward, adding 62,000 jobs over the quarter and 246,000 jobs in 2005.
Employment in professional and business services continued to increase, adding 118,000
jobs during the fourth quarter. The government added 30,000 jobs in the fourth quarter,
while the leisure and hospitality industry remained unchanged over the same time period.
The education and health services sector added 59,000 jobs in the fourth quarter and
expanded by 271,000 jobs in 2005. The retail trade industry, which was hampered by
less-than-usual seasonal hiring by general merchandise stores, lost 40,000 jobs over the

fourth quarter.
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Average hourly earnings increased to $16.30 in the fourth quarter of 2005 from $16.17 in
the previous quarter. Average weekly earnings also increased to $550.51 in the fourth

quarter from $545.36 in the third quarter.

CONSUMER SPENDING AND CONFIDENCE

Consumer spending, which accounts for two-thirds of overall economic growth,
mncreased at a rate of 1.1 percent during the fourth quarter of 2005, down from a 4.1
percent increase in the previous quarter and a 3.4 percent gain in the second quarter of

this year. The fourth quarter consumer-spending rate is the slowest growth rate since a

0.5 percent increase in the first quarter of 2001.

Consumer spending on durable goods— items meant to last three or more years—
dropped by 17.5 percent in the fourth quarter of 2005, mostly due to plunging automobile
sales. This compares with a 9.3 percent increase in the previous quarter and a 7.9 percent
rise in the second quarter. In 2005, consumer spending on durable goods rose by 4.4
percent, compared with a 6.0 percent increase in 2004 and a 6.6 percent increase in 2003.
Spending on nondurable goods, such as clothing and food, increased by 5.1 percent in the
fourth quarter of 2005. This compares to a 3.5 percent jump in the previous quarter and a
3.6 percent increase in the second quarter of this year. In 2005, consumer spending on
nondurable goods jumped by 4.4 percent, compared with a 4.7 percent increase in 2004
and a 3.2 percent increase in 2003. Service expenditures increased by 3.2 percent in the
fourth quarter, compared to a 3.3 percent increase in the previous quarter.

According to the U.S. Department of Commerce, retail and food service sales rose 0.6
percent in the fourth quarter of 2005, compared to a 1.6 percent increase in the previous
quarter. During the fourth quarter, automobile sales decreased by 3.8 percent, after
decreasing by 0.5 percent in the third quarter.

Consumer confidence, a barometer of consumer spending, surged to its highest levels
since Hurricane Katrina decreased Americans’ expectations of the economy. The
Conference Board, which surveys 5,000 households, reported that its Index of Consumer
Confidence rose to 103.6 in December. This is up from a 98.3 reading in November and
an 86.6 reading at the end of the third quarter of 2005. Conference Board numbers above
100.0 mean a growing economy. A figure between 80.0 and 100.0 suggests slow growth,

whereas a reading below 80.0 indicates a recession.

The University of Michigan’s Index of Consumer Sentiment reported a reading of 91.5 in
December 2005, which is a large increase from the 1.6 in November and 76.9 at the end
of the third quarler of this year. The Michigan sentiment survey is based on telephone
interviews with roughly 500 Americans across the country on personal finances, business
conditions, and buying conditions.
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STOCK MARKETS

After a first quarter that finished with small and moderate losses across major indexes, a
second quarter that finished with small gains, and a third quarter that marked a slight
rebound of the markets, the fourth quarter of 2005 ended as a slight improvement, with
most indexes posting modest gains for the quarter. 2005 was the third year that brought
gains, although modest, following three previous years of down markets. 2005 saw gains
for the S&P 500, Wilshire 5000, and Russell 2000, and Nasdaq Composite, but saw a
slight loss of 0.61 percent for the Dow Jones Industrial Average (DJIA). The fourth
quarter of 2005 brought single-digit gains for all indices when compared to the third
quarter. The best performing Dow Jones Industry Groups in 2005 were Oil & Gas, with a
growth of 32.41 percent and Exploration & Production with a growth of 64.22 percent.
The worst performing Industry Group in 2005 was Automobiles, seeing a loss of 38.97

percent.

Performance was similar across the market, with most major indexes posting slight losses
in October followed by small gains November. December saw a mix of modest gains and
small losses compared to November. Because of the losses in the first quarter—which
for some of the indexes were the worst in the last couple of years—the small gains of the
second, third, and fourth quarters were enough for some indexes to show slight gains for
the year, such as the S&P 500, which was up 4.68 percent for the year and the Wilshire
5000, which was up 6.19 percent for the year. The AMEX Composite showed
mmpressive results for the year of 2005 with a gain of 22.6 percent, while only gaining 1.4
percent from the third quarter. For other indexes — like the DJIA- the gains of the third
and fourth quarter were not enough to result in a year-to-date gain. For the year of 2005,
the DJIA was down (.61 percent, while the Nasdaq was up a modest 1.37 percent. This
alleviates the questions regarding whether 2005 will be the third up year or will finish

with a loss for stock market investors.

In the first quarter, the factors negatively affecting the stock market were climbing
interest rates and higher inflation, whereas the culprits in the second quarter of 2005 were
again, increasing interest rates, worries about economic growth, and rising energy prices.
In the third quarter, the headwinds facing the stock market were the high oil prices, the
twin hurricanes, and the Federal Reserve’s determination to continue to raise interest
rates. Investors and analysts alike regarded 2005 as a below-average year for equities,
with many expecting below-average returns for 2006. According to The Wall Street
Journal, “The mediocre returns on stocks have come as a surprise to investors. After all,
the economy is booming, with economic growth and corporate-profit growth outpacing
forecasts.” Analysts view the Federal Reserve as a wildcard that that could impact the
fulwre performance of the market. If the Fed would call & halt, or at least a pause, in its
rale-inerease campaign, analysts predict stocks would be positively impacted. What the
Fed decides to do will be heavily dependant on inflation numbers. Some analysts predict
inflation to increase, causing more Fed rate increases, which could lead to bad news for

stocks.
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The DJIA, an index of 30 “blue-chip” U.S. stocks, started the fourth quarter at 10,568.70
and finished it at 10,717.50, for a gain of 1.41 percent for the quarter. Despite the gain,
the DJIA’s performance in the fourth quarter was less than its third quarter performance
when it gained 2.86 percent percent. A year ago, the DJIA posted a 6.97 percent gain for
the fourth quarter of 2004. As of December 31, 2005, the DJIA has lost 0.61 percent for
the year compared with a gain of 3.15 percent for the year of 2004. As of the end of the
fourth quarter, the DJIA has jumped 47.09 percent since its five-year low of 7,286.27 on
October 9, 2002, but still is 8.58 percent off its five-year high of 11,723 on January 14,

2000.

The Nasdaq Composite Index, consisting mainly of high-tech stocks. started the fourth
quarter at 2,141.07 and finished at 2,205.32, reflecting a gain of 3 percent for the quarter
and a gain of 1.37 percent for the year to date. This was deterioration from the third
quarter when the index gained 4.09 percent. A year ago, the index was up 14.69 percent
for the fourth quarter and up 8.59 percent for the year. The Nasdag’s performance for the
last twelve months—a gain of 1.37 percent—was inferior when compared to the twelve
months prior when the index increased by 8.59 percent. As of the end of the fourth
quarter, the Nasdaq has jumped 97.94 percent since its low of 1,114.11 on October 9,
2002, but is still 56.32 percent off its five-year high of 5,048.62 on March 10, 2000.

The S&P 500, consisting of a representative sample of 500 leading companies of the U.S.
economy, and commonly viewed as a proxy for the market, started the fourth quarter at
1,218.02 and finished it at 1,268.66, for a gain of 4.16 percent for the quarter and a gain
of 4.68 percent for the year. A year ago, the index was up 8.73 percent for the fourth
quarter and up 8.99 percent for the year. The index performed better than the third
quarter when it gained 2.24 percent and much better than the index’s second quarter
performance when the index gained 0.91 percent. For the last twelve months ended
December 2005, the S&P gained 4.68 percent. As of the end of the fourth quarter, the
S&P 500 has gained 63.33 percent since its low of 776.8 on October 9, 2002, but is still
16.94 percent off its five-year high of 1,527.4 on March 23, 2000.

The Dow Jones Wilshire 5000 Index (previously known as Wilshire 5000), which
consists of almost all publicly traded companies based in the United States, started the
fourth quarter at 12,189.60 and closed it at 12,711.70—posting a 4.28 percent gain for the
quarter and a 6.19 percent gain for the year. The index performed better than in the third
quarter when it saw gains of 2.63 percent. For the last twelve months ended December
2005, the index gained 6.19 percent, while for the twelve months ended December 2004
it gained 10.85 percent. A year ago — as of the end of December 2004 — the index posted

gains of 9.87 percent for the fourth quarter.

The Russell 2000 Tndex, which consists of small stock issues, started the fourth quarter at
663.33 and closed it at 686.44, reflecting a quarterly gain of 3.48 percent and a gain of
5.35 percent for the year. This compares similarly to a gain of 3.7 percent for the third
quarter of 2005. A year ago — as of the end of December 2004 — the index posted gains
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of 13.72 percent for the quarter and 17 percent for the yvear. For the last twelve months,
the index is up 5.35 percent after 2 much more sizeable gain of 17 percent for the twelve
months ended December 2004. On October 9, 2005, Russell 2000 marked its historic
high of 690.57. Since then, the index lost 0.6 percent, but it is still 109.89 percent higher

than its low of 327.04 on October 9, 2002.

The Wall Street Journal stated that, “Though U.S. corporate profits surged in 2005, share
prices didn’t keep pace. In an attempt to correct that, companies have been giving more
cash back to sharcholders in the form of bigger dividends and stock buybacks.
According to Standard and Poor’s, the companies that comprise the S&P 500-stock index
spent more than §500 billion on share buybacks and dividends in 2005, an increase of

more than 35% from 2004, which had been a record year.”

BOND MARKETS

Afier a third quarter during which both long-term and short-term yields increased, the
fourth quarter brought slightly higher yields. The Wall Street Journal reported that, “In
2005, bonds all but defied gravity. Though the Federal Reserve raised its short-term
interest-rate target by two percentage points, 4.25% from 2.25%, and two of the world’s
largest issuers of corporate debt, General Motors Corp. and Ford Motor co., had their
credit ratings downgraded to ‘junk’ from investment grade, bond prices stayed high and
yields low.” In 2005, the bond prices rose modestly across the maturity spectrum. An
increase in yields signifies a decrease in the price of the bonds, which in turn may be
explained by increased selling and supply. A decrease in yields signifies an increase in

the price of the bonds.

The 10-year Treasury bond finished the fourth guarter with a yield of 4.39 percent,
slightly up from a yield of 4.34 percent at the end of the third quarter. The 10-year bond
yield was 4.24 percent at the end of 2004 and 4.0 percent at the end of 2003. At the end
of the fourth quarter of 2005, the 20-year bond was at 4.61 percent, compared with 4.62
percent at the end of the third quarter. The 20-year bond yield was 4.85 percent at the
end of 2004. 2004 was the first year since 2000 that the yield on the 10-year Treasury
increased for the year; it had previously declined from 6.0 percent at the end of 2000 to

4.0 percent at the end of 2003.

The five-year Treasury finished the fourth quarter at a yield of 4.35 percent, up from 4.18
percent at the end of the third quarter. The yield on the five-year note was 3.6 percent at
the end of 2004 and 3.3 percent at the end of 2003. The 30-day T-bill was at 4.01 percent
at the end ol the fourth quarter, up from 3.15 percent at the end of the third quarter. The
30-day bill was at 1.89 percent al the end of 2004 and 0.9 percent at the end of 2003.

A calm market and largely stable prices meant skimpy returns for most bonds in 2005.
Emerging markets was an exception to this, seeing returns of 12%. 'This is due to
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improving finances and ratings upgrades attracted big investment flows, which boosted
returns.

CONSTRUCTION

According to the U.S. Department of Commerce, housing starts decreased 8.9 percent to
1.933 million units in December 2005, down from 2.121 million units in November. An
estimated 2.064 million units were started in 2005, which is 5.6 percent above the 2004

figure of 1.956 million units. Construction of single-family homes decreased to an
anmial rate of 1.577 million wnits in December 2005, down 12.3 percent from 2 rate of

1.798 million units in the previous month.

Building permits, a better leading indicator of demand for new homes, decreased by 4.4
percent in December 2005 to an annual rate of 2.068 million units, down from 2.163
million units in the previous month. In 2005, an estimated 2.141 million housing units
were authorized by building permits, which is 3.4 percent above the 2004 figure of 2.071

million.

During December 2005, overall spending on private construction increased by 1.1
percent to an annual rate of $904.3 billion. Spending on new construction increased 1.0
percent in the month of December to an annual rate of $1,160.6 billion, up from $1,149.3
billion in November. The value of construction spending in 2005 was $1,119.7 billion,
which is 8.9 percent above the $1,027.7 billion spent in 2004. Spending on residential
construction increased by 1.0 percent in December to an annual rate of $648.9 billion,
while spending on nonresidential construction increased by 1.3 percent to an annual rate
of $255.4 billion over the same month,

MANUFACTURING

According to the Federal Reserve, industrial production, which is the total output of
factories and mines in the United States, increased by 0.6 percent in December 2005 after
a 0.8 percent gain in November. During the fourth quarter of 2005, total industrial
production increased at an annual rate of 3.8 percent, compared with an increase of 1.4
percent during the previous quarter. Manufacturing increased by 0.2 percent in
December, but rose at an annual rate of 7.9 percent over the fourth quarter, compared
with an increase of 2.0 percent in the third quarter of 2005. Capacity utilization, the
percentage of production capacity manufacturers actually use, increased to 79.6 percent
during the fourth quarter of 2005, up from a 78.5 percent rate during the third quarier.
The current capacity utilization rate of 79.6 percent is 1.4 percentage points below its
1972-2004 average rate of 81.0 percent. In 2005, capacity utilization was at 78.8 percent
compared to 77.1 percent in 2004,
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New orders for goods made in U.S. factories increased in December 2005 by 1.1 percent
to $415.1 billion, which follows a 3.3 percent increase in November. Up three
consecutive months, new orders for durable goods—items intended to last for three years
or more -— increased 1.8 percent to $229.1 billion in December. New orders for
nondurable goods, such as food and clothing, increased 0.3 percent to $186.0 billion in

December.

The Institute for Supply Management reported that its monthly Manufacturing Index
slumped to 54.2 in December, following a 56.6 reading in November 2005. Any reading
above 50.0 suggests growth, whereas one below 50.0 shows contraction.

ECONOMIC OUTLOOK!

Hampered by rising interest rates and surging energy prices, the economy recorded its
slowest growth in three years during the fourth quarter of 2005. Although the economy
grew at a slower-than-predicted rate during the final quarter of 2005, economists in the
financial press feel strong spending by businesses should bolster the nation’s economy in
2006, but a softening housing market is likely to slow the overall pace of growth in the

coming year.

According to Consensus Economics, Inc., publisher of Consensus Forecasts - USA, the
real GDP (Table III-2) is expected to grow by 3.6 percent in the first quarter of 2006 and
by 3.3 percent in the second quarter (percentage change from previous quarter, seasonally
adjusted annual rates). For 2006 and 2007, the real GDP growth rate is expected to be
3.4 percent and 3.1 percent respectively (average percentage change on previous calendar
year). In the Jong term, the real GDP is expected to grow by 3.2 percent for 2007-2015

(average percentage change over previous year).

I “Part of the contents of the economic outlook section of this valuation report are quoted from the
Economic Outlook Update™ 4Q 2005 published by Business Valuation Resources, LLC, © 2006,
reprinted with permission. The editors and Business Valuation Resources, LLC, while considering the
contents to be accurate as of the date of publication of the Update, take no responsibility for the
information contained therein. Relation of this information to this vahiation engagement is the sole

responsibility of the author of this valuation report.”
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According to the survey, consumer prices will increase 2.8 percent in 2006 and 2.3
percent in 2007. In the long term, Consensus Forecasts - USA also predicts consumer
prices will grow by 2.4 percent for 2007-2015 (average percentage change over previous
year). Producer prices are expected to increase 3.3 percent in 2006 and 1.5 percent in

2007.

Interest rates on three-month Treasury bills and 10-year Treasury bonds will rise over the
next year, according to the forecasters of Consensus Forecasts - USA. According to the
survey, three-month Treasury bills will rise from 4.5 percent at the end of April 2006 to
4.7 percent by the end of January 2007. The yield on 10-year Treasury notes is expected

to climb to 4.9 percent by the end of April 2006 and to continue to increase to 5.1 percent

by the end of January 2007. Both the three-month and the 10-year Treasury rates are
expected to experience an upward trend over the next 10 years. According to the survey,
- the three-month Treasury rate will average 4.5 percent over 2007-2015. The 10-year
Treasury bond yield is expected to average 5.4 percent for 2007-2010 and 5.5 percent for

2011-2015.

The forecasters polled by The Livingstor Survey in December 2005 posted slightly more
optimistic expectations about the level of the S&P 500 index in 2006 and 2007 than they
did in June 2005 survey. The Livingston Survey, which reports the median value across
the 42 forecasters on the survey’s panel, predicts that the S&P 500 index will rise steadily
during the next two years. The December 8, 2005 survey estimates that the index will
reach 1300.0 by June 30, 2006. The June 2005 survey estimated the index would only
reach 1294.9 by June 30, 2006. The index is projected to rise to 1343.4 by December 29,
2006 and 1419.9 by the end of 2007. The growth rate in after-tax corporate profits is
expected to be 5.2 percent in 2006 followed by 2.7 percent in 2007.

The semiannual White House economic forecast (December 1, 2005) predicted strong
economic growth, healthy job creation, and contained inflation. The administration's new
forecast calls for the economy to grow 3.4 percent in 2006, down from 3.5 percent in
2005 and consistent with the forecast issued in June 2005. The forecast, which predicted
moderate inflation for the next six years, called for CPI inflation to remain at 2.4 percent
during 2006 and beyond. The White House also predicted that the nation would add
about 176,000 jobs a month in 2006 and that the unemployment rate would approximate
5.0 percent. The same source forecasts that the Federal Reserve will raise interest rates in
2006, but they will remain fairly steady during the next five years. Specifically, it
forecasts that rates on three-month Treasury bills will jump from 3.2 percent in 2005 to
4.2 percent in 2006 and 2007, but will then remain at 4.3 percent from 2008 through

2011.

In the fourth quarter, the FOMC raised the lederal funds rate [rom 3.75 to 4.0 percent in
November and to 4.25 percent in December. The Comunittee noted, “Elevated energy
prices and hurricane-related disruptions in economic activity have temporarily depressed
oulput and employment. However, monetary policy accommodation, coupled with
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robust underlying growth in productivity, is providing ongoing support to economic
activity that will likely be augmented by planned rebuilding in the hurricane-affected

areas.”

Respecting plans for future interest rate actions, the policymakers estimated that further
policy structuring is probably going to be needed to keep sustainable growth and price
stability in balance. The Committee’s official comment was, “The Committee judges that
some further measured policy firming is likely to be needed to keep the risks to the
attainment of both sustainable economic growth and price stability roughly in balance. In
any event, the Committee will respond to changes in economic prospects as needed to

foster thece obiectives.”

The next meetings of the FOMC are scheduled for January 31, 2006 and March 28, 2006.

Please Turn Page
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LOCAL ECONOMIC OUTLOOK

Rhode Island is a state with a concentrated population of approximately one million
people and income per square mile more than any other New England State. The state is
comprised of Bristol, Kent, Newport, Providence, and Washington counties. The
Providence metropolitan statistical area (MSA) also includes Bristol County,
Massachusetts. The following chart summarizes the demographic information relevant to

the area.

Please Turn Page
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Rhode Island’s total employment averaged 476,357 in 2004, an increase of 3,799 over the
previous year. Private sector employment (412,209 jobs) accounted for all the job
growth, by adding 4,466 jobs while government employment declined by 667 jobs. This
marks the first annual period in which government jobs declined since 1998.2

During the year, employment declines were evident in seven sectors. Manufacturing was
down 2.7% over 2003 levels. More than half of manufacturing sub sectors reported job
losses, with the largest occurring in miscellaneous manufacturing (-470 jobs), textile
mills (~-332 jobs), and textile product mills (-322 jobs). Other segments and the number
of jobs lost in 2004 include transportation and warehousing (161), information (147),
wholesale trade (142), retail trade (104) and utilities {76).°

According to the most current information available, Rhode Island’s seasonally adjusted
unemployment rate for August was 5.2%, showing little change from July and Aungust of
last year. The number of unemployed residents grew by 300 over the month to 29,500 in
August. Compared to a year ago, the jobless level is up 900. The over-the-month
increase in the number of unemployed, along with a rise in the number of employed
residenis (2,500), accounted for a gain of 2,900 in the labor force. The State’s
unemployment rate for August remained above the national average for the second

straight month.*

The Rhode Island seasonally adjusted job count decreased in August, following ten
successive months of increased employment. Businesses in the state reported a decline of
600 jobs, bringing the August job county to a seasonally adjusted 495,800. Over-the-
month employment losses were experienced in manufacturing (-300 jobs), government (-
300 jobs), leisure & hospitality (-200 jobs), and trade, transportation and utilities (-100
Jjobs). Employment segments gaining jobs were in construction (300 jobs), professional
& business services (300 jobs), and education & health services (200 jobs). Financial

activities remained unchanged during the month.’

Although employment suffered a slight decline in August, non-farm employment in the
state is up 4,700 or 1% since January 2005. During the eight-month period, all
employment segments gained jobs with the exception of manufacturing, which lost 1,500.
The largest gainers were leisure & hospitality (1,600) and education & health services

(1,600).°

2 “Quarterly Census of R Employment and Wages,” Online, Available htip://www.dit.ri gov, Accessed

Aungust 3, 20035.
3 Ibid.
“Employment Bulletin- September 2005, Online, Available http://www.dltri.zov, Accessed October
14, 2005,
5 Tbid.
Ibid.
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According to the Rhode Island Department of Labor and Training, the state’s
employment is expected to increase by over 58,000 jobs during the 2002 to 2012 period.
While job gains are expected in nearly all major industrial sectors of the economy, the
individual industries will grow and decline at different rates. Despite overall job losses in
the manufacturing sector significant job growth is expected in the state’s chemical

manufacturing industry.’

During the past five years, housing prices have risen 93% and tied with California for the
highest increase in the nation. While the increase is impressive, it is important to note
that the housing market is cyclical and the recent robust rate of price appreciation may be

8 a0 AT o a1
challenged by rising interest rates in the future.” During 2004, 2,493 new privaicly

o) nsmg
owned housmg permits were issued in Rhode Island with a construction value of $362.5
million. Compared to the previous year, the number of permits and the value increased
6.1% and 6.7%, respectively. Through the first eight months of 2005, the pace of new
single-family residential construction slowed. The number of issued permits fell 11.6%

to 1, 4960 and the value dropped 3.3% to $232.8 million compared to the same period in
2004.

TABLE I11-4

Total Nonfarm 1.1% 1.4% 0.9% 0.9%
Manufacturing -3.2% -1.2% -3.2% -3.0%
Other (nonmanuf.) Goods Producing 2.4% 1.4% 1.0% 0.1%
Private Service Producing 1.9% 2.1% 2.0% 1.8%
Government 0.0% 0.2% -1.1% -0.6%
Unemployment Rate (% of labor force) 4.7% 4.4% 5.3% 5.1%
Single Family Home Permits -2.7% -19.7% 5.7% -2.6%
Multi-family buiiding Permits -45.9% 127.1% 120.0% 10.8%
Existing Home Sales 1.5% 6.0% 6.6% 13.6%
Home Price Index 16.7% 17.6% 18.7% 18.7%

“Expanding and Declining Industries,” Online, Available http://www.dit.ri.gov, Accessed August 4,

2005,
“Rhode Island State Profile,” Online, Available http://www.fdic.gov, Accessed August 4, 2005.

9  “New Privately Owned Housing Permits,” Online, Available http://www.census.gov, Accessed

October 14, 2005.
10 Change from a year ago unless otherwise indicated.

Page 21 III. Economic & Industry Data



Wi

INDUSTRY OUTLOOK

The primary operations of INTERSTATE and THSF are in the tourism industry in Rhode
Island. Tourism is the second largest and the fastest growing industry in the state. In
2004, the travel and tourism industry in the state set another record as visitor tourism
commodity expenditures increased 3.2% to $2.78 billion. Rhode Island households are
estimated to have spent $1.56 billion on travel and tourism commodities within the state
while Rhode Island businesses and governments are estimated to have spent $347 million

on travel commodities for employee travel.!!

Total 2004 expenditures on travel and touriem commodities in Rhode Island reached
$4.69 billion, generated 57,837 jobs, which is 9.6% of the state total, and generated $1.08
billion in wages and benefits, which is 4.7% of the state total. In terms of gross state

product (GSP), travel and tourism commeodity expenditures accounted for 5% of the
economy of Rhode Island in 2004.12

An estimated 16 million travelers, which is an increase of 1%, visited Rhode Island for
business, conventions, or leisure in 2004. Of these visitors, 10.9 million spent the day in
the state and 5.1 million stayed overnight. An additional 23.7 million travelers "passed
through" the state en route to other destinations. About 32% of visitor expenditures are
made by over-night leisure visitors, 20% by business travelers, and 18% by day-trip
leisure visitors. With the highest per person spending per day, convention visitors spend
$232.75 per day while business overnight visitors spend $231.11 per day and hotel/motel
leisure visitors spend $157.76 per day. Estimated sales tourism revenue from local,
interurban passenger transit was $138 million, and visitor spending on transportation

“increased 3.4% in 2004.1

BLOCK ISLAND, RHODE ISLAND

Block Island is located in the Atlantic Ocean and is about 12 miles off the coast of Rhode
Island. The island is located at the mouth of Long Island Sound, and is about seven miles
long and three miles wide. The population includes about 800 year-round residents, and
increases to between 10,000 and 15,000 seasonal visitors per day during the tourist
season. There are about 17 miles of beaches on the island, which has 365 fresh water

ponds and 32 miles of trails."*

11 “Travel Industry,” Online, Available http://www.visitrhodeisland.com/travelindustry/index.aspx,

Accessed February 6, 2006.
12 Ihid.
13 “Rhode Island Tourism and Research Report,” Online, Available
http:/ferww. visitrhodeisland.com/pd i TTRR22.pdf, Accessed Febroary &, 2006,
14 “Island Life,” Online, Available http://www blockislandinfo.com/life.htmi, Accessed Fuly 14, 2005.
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Block Island is reached primarily by ferry and airplane. Year round ferry service is
available from Point Judith, Rhode Island, and seasonal service is available from
additional locations in Rhode Island, Connecticut, and New York. The three ferry
services each arrive and depart from the island three times to six times daily during the

tourist season.'”

Although Block Island had no natural harbor, two harbors were built in the nineteenth
century. The Old Harbor was completed in 1876 and the New Harbor was completed in
1856. The New Harbor is on the west side of the island in the Great Sait Pond, and has 3
marinas, 100 town moorings, and anchorage for 1,000 yachts. The Old Harbor is on the

eact eide nf the 1eland i1c nrafertad hv a hrealwater and hae Hmited enace far daclrace ot
gagt side of the igland, 15 profected by a b ter, and hag hmrfed space 1or gockage at

the town dock.'®

In 2000, New Shoreham, which is the town on Block Island, ranked 39% in population
among the 39 cities and towns in the state. The total number of housing units in the town
of New Shoreham as of April 1, 2000, was 1,606, which is an increase of 27% from
1,264 housing units in 1990. Of the 1,606 housing units, 1,134 were vacant and 1,109 of
the vacant units were for seasonal or recreational use. In 2000, there were 472
households with an average size of 2.13 persons in New Shoreham. Of these households,
250 were family households with an average family size of 2.82 persons.'”

In 2003, the median sale price of a single-family home on Block Island was $800,000.
Up from 13 permits with a construction value of $5.25 million in 2002, the total value of
the 18 building permits issued on the island was $6.6 million in 2003. Of the 863 jobs on
the island, 44.5% are in the accommodation/food sector, 12.7% are in public
administration, 10.4% are in retail trade, and 9.3% are in construction. Of the 189 private
businesses on the island, 25.9% are in the accommodation/food sector, 22.8% are in retail
trade, and 13.2% are in construction. There are three marinas on the island. '

For over 100 years, Block Island has been a popular surnmer resort, and tourism and
lodging have become the principal economy drivers for the island. There are
approximately 70 hotels, inns, bed and breakfast lodgings (B&Bs), studio rentals, and
house rentals on the island. The island has also developed a “cottage industry” from
weekly rental of an estimated 300 island homes that are rented for approximately 12
weeks each summer. Occupancy rates on the island for the better marketed lodging
properties typically range from 90% to 99% during the months of July and August.
Approximately 66% of all tourism related expenditures on the island are received in June,

15 “Getting There,” Online, Available http://www.blockislandinfo.com/life himl, Accessed July 14, 2005.
16 “Block Island’s Marine Activities Site,” Online http://www_blockisland.com/marine/, Accessed Yuly 15,

2005.
“Community Profile,” Online, Available http://fwww.riedc.com/riedc/ri_databank/, Accessed July 15,

2005,
18 “New Shoreham,” Online, Available http://www._riedc.com/files/INew Shoreham - new_mono xls,

Accessed July 15, 2005.

17
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July, and August, and more than 75% of tourism related expenses are received between
June and September.'®

Tourism information that is specific to Block Island is not readily available. In the state
in 2003, the 376,500 boating visitors stayed 1.5 days and spent about $96.58 per day.”
In 2003, the number of boats that were over 12 feet in length and that were registered in
Rhode Island increased 1.3% to 43,007’.21 Of the six new or renovated hotels scheduled
to open in Rhode Island in 2006 and 2007, two will open on Block Istand in 2006.%

FERRY SERVICE TO BLOCK ISLAND

Visitors to Block Island, Rhode Island can take a high-speed ferry that provides
catamaran service between Galilee, Rhode Island and New Harbor on Block Island. The
trip, which is the fastest way to Block Island, takes approximately 30 minutes. The ferry
travels at speeds of up to 40 mph, is climate controlled, has airline style seating, and
offers a full galley and an audiovisual system.” From mid-May to mid-October, the high
-speed ferry makes six round trips per day. The round trip cost is about $29 4per adult and
about $13.50 per child (age 4 to 12). There Is also a $3 charge per bike.® During the
season, the high-speed ferry carries about 75,000 passengers (per the article researched)
while a slower ferry service carries about 200,000 passengers per year.”

There is also high-speed ferry service to Block Island from New London, Connecticut
and from Montauk, New York.?® The New London ferry, which has a capacity of 530,27
carried about 80,000 passengers in 2004, which was its first partial year of service. In
July 2004, which was the first month of the operation of the high-speed service from New
London, ridership on the other high-speed ferry decreased 19% compared to July 2003

and decreased 26% in August 2004.2

Annual passengers on the slow speed INTERSTATE ferry increased from over 200,000
in 1996 to over 230,000 in 1999. Activity decreased to about 225,000 in 2000 and
improved to about 230,000 in 2001. After fast speed ferry service from Point Judith to

19  “New Shoreham ‘Block Island’™, Online, Available
http://www.andolfoappraisal.com/NewShoreham.html, Accessed July 21, 2005.

20 “Appendix B Visitor Expenditures,” Rhode Island Travel and Tourism Research Report, April 2005.

21 “Boat Registration by State,” Boating Statistics — 2003, p. 26.

22 “Travel Industry,” Online, Available http://www.visitrhodeisland com/travelindustry/index.aspx,

Accessed February 6, 2006.
23 “High-Speed Ferry to Block Island,” Online, Available http://www.islandhighspeedferry.com/,

Accessed July 21, 2005.
24 “Rates,” Unline, Available http://www.islandhighspeedferry.com/, Accessed February 6, 2006.
i “New London high-speed ferry to begin service June 25,” The Block Istund Times, June 19, 2004,
“Getting to Block Island,” Online, Available http://www blockisland.com/travel/#HiSpeed, Accessed
February 8, 2006.
27 *“New London high-speed ferry to begin service June 25,” The Block Island Times, Tune 19, 2004,
“‘Hearings begin on Interstate’s request for a high-speed ferry,” The Block Island Times, June 18, 2005.
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Block Island began in 2001, passenger activity on the slow speed ferry decreased and
subsequently decreased to fewer than 200,000 in 2004. High-speed ferry service is about
50% faster than slow speed ferry service and costs about twice as much® In addition to
passengers and bicycles, slow speed ferries can carry passenger cars and motorcycles
while the high-speed ferries now in operation carry only passengers and bicycles.*

In December 2004, Interstate Navigation Company (INTERSTATE) requested authority
to operate a fast ferry water vessel passenger and freight camer between Pomt Judith and
Block Island and between Newport and Block Island. The new ferry service would be
able to carry about 350 passengers and six vehicles, and would land at the Old Harbor,
which is closer to the downtown area. INTERSTATE nlans to charge about the same
rates for passenger service as is charged by the current company while the round trip
charge to ferry a vehicle would be about $200. If approved by the Rhode Island Public
Utilities Commission, which began public hearings on the proposal in June 2005, the new
high-speed ferry service would begin operations in the summer of 2006.>!

A survey of INTERSTATE passengers from Point Judith to Block Island revealed that
35% would have taken a fast ferry if there had been one while 73% of INTERSTATE
passengers from Newport to Block Island would have taken the fast ferry. In January
2006, INTERSTATE received approval from the state Division of Public Utilities and
Carriers to run a seasonal fast ferry between Point Judith and Old Harbor, and between
Newport and Old Harbor. A competitor, Island Hi-Speed Ferry, which has run a fast
ferry between New Harbor and Point Judith since 2001, is expected to appeal the

decision.>

29 “Direct Testimony of John Stutz,” Online, Available http://www ripuc.orgfeventsactions/docket/d-03-

O6page.himl, Accessed Febroary 8, 2006.

“QGetting to Block Island,” Online, Available hitp://www.blockisland.com/travel/#HiSpeed, Accessed

February 8, 2006.

31 “Interstate Navigation Company Direct Testimonies and Exhibits,” Online, Available
hittp://www.ripuc.org/eventsactions/docket/d-05-06page.htmi, Accessed July 21, 2005.

32 “Interstate gets PUC approval for high-speed ferry into Oid Harbor,” The Block Island Times, January

28, 2006.

30
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v
FINANCTAL INFORMATION

EXISTING PROJECTION

As the proposed acquisition of certain assets of Island Hi-Speed Ferry reflects a new
entity, there is no pertinent available historical financial information. Interstate
Navigation Company did however, prepare a financial forecast to be utilized in securing

financing for the proposed transaction.

We were furnished with the original forecast prepared by INTERSTATE, which
specifically incorporated assumptions for passenger traffic, overhead and synergies as

INTERSTATE already operates a large-scale ferry operation.

The original forecast was reviewed and we had a detailed discussion in a meeting with

Walter Edge, CPA and Michael McElroy, Esq. on February 2, 2006. This meeting was
intended tfo assist us in understanding the thought process and support behind the

projected financials.

One change that was made at our meeting was on the Revenue side. INTERSTATE had
forecast 35,500 new high-speed customers at a rate of $14.50, the increase over
INTERSTATE’s current slow boat rate. The theory was to account for the increased
revenue resulting from a slow boat passenger switching to the Hi-Speed Ferry. As we are
valuing the fair market value of the new venture, this assumption was modified to
account for the high-speed fare at $29.00 per passenger. On a free standing basis, this
would be correct given our task of valuing the acquired assets on a going concem basis.
Adjustments were also made for some expense side items (which are discussed below).

The revised forecast and each component section is as follows:

Please Turn Page
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Interstate Navigation Company commissioned a study by URI Tourism Expert, Dr.
Timothy Tyrell, which essentially concluded that 35% to 43% of INTERSTATE’s
current slow boat passengers would select the high-speed option if available.
INTERSTATE, taking a conservative approach, utilized 50% of the June through
September passenger traffic, which they concluded at approximately 71,000 passengers.
INTERSTATE then took 35,500 at the revised $29 per person Hi-Speed Ferry rate to
calculated INTERSTATE’s current customer potential revenues of $1,029,500.

REVENUES

TG T snnenomaae SIS TV T TR
We have reviewed INTERSTATE’s passcnger count numbers, which indicated an

Y oW

average of 300,000 passengers for the 2004-2005 seasons. Utilizing the slightly lower
than mid-point of Dr. Tyrell’s 35% to 43% range, potential ridership on the Hi-Speed
Ferry would be 111,000 passengers. Additionally, we reviewed the June through
September peak summer month traffic, which yielded the following results:

June 04 — September ‘05 227,840
June 03 — September ‘04 237,198
2 — Season Average 232,519
Times Mid-Point range x .37
Potential Hi-Speed Ferry Passengers: 86,032

Actaal Used in Forecast:

Percentage of Potential Passengers: 41.3%

Percentage of Total Passengers:

It appears that given Dr. Tyrell’s expert opinion and range, and the ultimate numbers
selected on the projections, that the numbers are essentially extremely conservative as
they reflect less than 12% of the total potential ridership for the Hi-Speed Ferry.

The second component of the revenue projection includes existing Island 1i-Speed Ferry
passengers. According to Dr. Tyrell, it is estimated that actual passengers riding the Hi-
Speed Ferry from Point Judith to Block Island (round-trip) is in the low 40,000 range.
Dr. Tyrell indicated that there are three ways to confirm this number, which included
actual passenger counts of debarking passengers; an inadvertent filing to the PUC by
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Island Hi-Speed, which revealed 37,000 passengers; and Block Island landing fees which
are a matter of public record, which show counts close to 40,000. INTERSTATE, in
basing its projections on existing customers, utilized the number of 37,000, which
appears reasonable given the information furnished by Dr. Tyrell. The rate of $29.00 is
the posted rate for IHSF passengers. Therefore, total passenger revenue on the forecast is

$2,102,500 for the proposed venture.

There are some ancillary revenues, which include bar and bike revenues as well as a fuel

surcharge revenues ($150,000 and $195,000, respectively). The $150,000 revenue
increase for bar and bike fees was estimated by INTERSTATE. With respect to the fuel

wre nlbnimad 5 amemes o o Pl 3 Tali.s
surcharge revenue, we have obtained a copy of a Rhode Island Siatuie (35-12-13 (o)),

which indicates the carrier can pass through the surcharge over and above diesel gas cost
of $1.20 per gallon. Please Refer to Exhibit 5 for a copy of the Statute.

Therefore, total revenue per the forecast furnished was $2,447,500 for the new venture.

EXPENSES

1. Salaries and wages: INTERSTATE has calculated salaries and wages at $6,000 per
week for a 21-week season. A separate schedule (Exhibit 6) was furnished, which
supports the daily salary and wages expense at $854.67. Accordingly, the total works
out to approximately $6,000 per week and the 21-week estimate was provided by

INTERSTATE.
2. Payroll Taxes: Calculated at 10% of salaries and wages.

3. Fuel Expense: Fuel expense at $429,000 is a result of 195,000 gallons of fuel being
utilized at $2.20 per gallon. As indicated, there is a $195,000 offset in revenues ($1
per gallon overage), which helps control overhead in the event of fuel spikes that are

presently being incurred.

4. Maintenance: Maintenance estimates were essentially based on INTERSTATE’s
experience in operating a large-scale ferry operation. As INTERSTATE has its own
docks for repairs, the expenses are controllable in that they do not have to rent

additional space.

5. Berthing Fee-Point Judith: This expense was not part of the initial projection and it
is anticipated that a $4,000 fee based on $40/per foot/100 ft. overall length, would be
the berthing fee. The Rhode Island Department of Environmental Management sets
the rate (Exhibit 7), which is set at $40 per foot for the season.

Page 5 IV. Financial Information
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6. Bar Expense: INTERSTATE has revised the bar expense to 66% of bar revenue,
which is estimated at $100,000. The 66% level is considered to be the expense level

for beverages.

7. General & Administrative Expenses: INTERSTATE has estimated $100,000,
which would cover legal and accounting, office supplies, taxes, various fees and
overhead allocation to the new venture. INTERSTATE does anticipate that this is an
extremely high estimate given existing operational structure and the ability to take

advantage of business operational synergies.

i TOL5 ANN
Total operaticnal expenses per the forecast were $035 600,

DEBT SERVICE - $5,612,500

INTERSTATE has determined that the total principal and interest expense on an annual
basis would be $588,813, leaving a pre-tax profit of $1,524,413.

TAXES

Based on our financial projection meeting, INTERSTATE recalculated the projection
allowing for a 36% corporate tax on the $923,087 pre-tax income. This income tax
calculation was made so that we will be able to utilize and after tax number in accordance

with our income approach, which utilizes after tax capitalization rates.

The net profit, as per the forecast on an after tax basis was $590,776 for operation of
Island Hi-Speed Ferry as proposed by Interstate Navigation Company.

Please Turn Page
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FINAL REVISED FINANCIAL PROJECTION

REVENUES

We previously discussed the 35,500 INTERSTATE passengers that would convert to the
new Hi-Speed Ferry at the going rate of $29. Additionally, the existing Island Hi-Speed
Ferry customers, which 37,000 were utilized, were all classified at the adult round-tnp
rate of $29. We do not feel that this is an accurate representation given the fact that some
percentage of the passengers in the count would be children. We then reviewed
INTERSTATE’s survey prepared by Dr. Tyrell, which concluded (page 7) that of 1,313

2NQ AF thaoon wmooosroaara trroes aboldeos Layrtlae  ~Ff s £40
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passengers who indicated that they would ntilize the Hi-Speed Ferry, 115 of those were
children, reflecting just over 20% of the passengers that would trave! on the Hi-Speed
Ferry. Although we do not have any figures for the Island Hi-Speed Ferry’s actual
passenger breakdown, we have utilized an 80% adult / 20% child allocation to the
existing Island Hi-Speed Ferry customers, which revised the revenue downward to
$1,987,800 from the furnished forecast of $2,102,500, net of other revenues. We utilized
80% of the 37,000 passengers as an adult allocation, which totaled 29,600 passengers at
$29. The remaining count, 7,400, was classified as children; and we have utilized a
$13.50 round-trip rate. This brought the revenue projection overall downward

approximately $115,000.

We feel that this is a fair representation of the revenues. With respect to INTERSTATE’s
35,500 passengers, we feel that they have projected this number on such a conservative
basis, that it would be meaningless to realiocate the 35,500 passengers. In reality, more
passengers would travel on the Hi-Speed Ferry (according to Dr. Tyrell’s assumptions)
and therefore, as they are utilizing less than 12% of the potential customers for the Hi-
Speed Ferry, we feel that this is a conservative and realistic estimate.

EXPENSES

We made inquiry to management with respect to support of projected expenses. With
respect to insurance on the M/V Athena, we were able to obtain the actual insurance
quote, which was $33,000, as opposed to the $10,000 estimate utilized on the original

projection (Pease refer to Exhibit 9). No other expense adjustments were made.

DEBT SERVICE

We have made inquiry to Bethany Schneider of the Washington Trust Company with
respect to assisting us in calculating the appropriate debt service based on rates in place
as of February 8, 2006. Accordingly, it was concluded that the debt service would be
$490,000, which is less than the $588,000 previously estimated by INTERSTATE. After
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adjusting the pre-tax income by 36% for corporate level taxes, the adjusted net profit was
calculated at $565,888, which is approximately $25,000 less than the projection (as
adjusted) furnished by INTERSTATE. We will utilize the $565,888 in our income
approach to value to be discussed in detail in Section VI of this report. The final revised

projection is as follows:

Please Turn Page

Page 8 IV. Financial Information



First Full Year of Operations
Revenues:
Interstate’s Current Customers:
Pagsenger (Point Judith - Block Island) $1,029,500
Projected IHSF Customers:
Passenger (Point Judith - Block Island) $858,400
353,500
Total Passenger Revenue $1,987,800
Other Revenues (Bar, bike, etc) $150,000
Interstate Charter Revenue *
Fue] Surcharge Revenue $195.000
'Tota] Revenne $2,332,8%T|
Expenses:
Salaries and wages ($6,000 per week X 21 weeks) $126,000
Payroll taxes (10% of S&W) $12,600
Fuel (195,000 gallons * 2.20/gallon) $429.000
Maintenance:

Annpual engine top end and overhauls $138,000

Dry Docking $10,000

General Maintenance $25,000

Insurance $33,000
Advertising $15,000
Berthing Point Judith $4,000
Bar expense $66,000
General and Administrative Expense

Legal and accounting

General office supplies

Taxes

Fees (coast guard, banking, etc)

Overhead allocation (rent, etc)

Total G&A Expense $100,000
Debt service on $5,612,500:

Total Debt Service (based on rates February 8, 2006) $490.000
[Total Expense $1,448,600] [
{Pre Tax Profit $884,200)

FIT (36%) $318.312

Page 9

IV. Financial Information
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v
THE APPRAISAL PROCESS

DEFINITION OF FAIR MARKET VALUE

We have previously defined Fair Market Value as: “..the price at which the property
would change hands between a willing buyer and a willing seller when the former is not
under compulsion to buy and the latter is not under any compulsion to sell, both parties

having reasonable knowledge of the relevant facts.”!

Implicit in this definition is the belief that: Buyer and seller are typically motivated; both
parties are well informed or well advised, and each acting in what they consider their best
interests; a reasonable time is allowed for exposure in the open market; payment is made
mn terms of cash in United States dollars or in terms of financial arrangements comparable
thereto; and the price represents the normal consideration for the property sold unaffected
by special or creative financing or sales concessions granted by anyone associated with

the sale.

FAIR MARKET VALUE VERSUS PRICE

The “Fair Market Value” of a business may differ from the price actually paid for a
business. Price is a negotiated value impacted by internal and external marketing
pressures -- which may inflate or deflate the worth of the business to a specific buyer.
Fair Market Valuation assumes that a hypothetical buyer is acquiring a business for
investment purposes with full knowledge concemning the business and without any
coercive pressure. This unique set of conditions is rarely met and makes “Fair Market
Value” an important benchmark from which price may be determined.?

OTHER TYPES OF VALUE

Investment Value:

The investment value of a closely held company is the value to a particular buyer as
compared with the population of willing buyers. The investor may have specific
investment criteria that must he fulfilled in an acquisition. For example, a purchaser may
decide that the business must have the ability to pay any indebtedness resulting from the
purchase from operating cash flow over a period of no longer than five years. This value

1 IRS Revenue Ruling 59-60.
2 Shannon P. Pratt, “Valuing A Business” Dow-Jones-Irwin, 1987,
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is specific to the individual rather than to all prospective purchasers on the open market,
whose standard would be fair market value.

Book Value:

Book value does not represent a standard of value. It is an accounting term, not an
appraisal term. The term “book value” means the sum of the asset accounts, net of
depreciation and amortization, less the liability accounts, as shown on a balance sheet.
Assets typically are accounted for at historical cost, less depreciation. Some assets may
be compieiely writien off the books. Liabilifies are usually shown at face value. The
longer an individual asset or Hability item remains on the books, the less likely it is that
the items’ book value will bear an identifiable relationship to any standard of value for it,

much less for the entity as a whole.

Intrinsic Value:

Intrinsic value is usually used to value stock by a financial analyst. The intrinsic value of
a stock is generally considered to be the value based on all the facts and circumstances of
the business or investment. Financial analysts consider asset values, future earnings,

dividends and growth rates.

IRS GUIDELINES

The Internal Revenue Service has issued guidelines for developing the Fair Market Value
appraisal of closely held business interests. IRS Revenue Ruling 59-60 also states that
the following factors be considered where appropriate. We have considered these
elements of appraisal protocol in this report. They are:

1. The nature of the business and the history of the enterprise from its inception.

(Section II)
The economic outlook in general and the condition and outlook of the specific

2.
industry in particular. (Section III)
3. The book value of the stock and the financial condition of the business. (Section IV)
4. The earning capacity of the company. (Section IV)
5. 'The dividend-paying capacity. (Section V)
6. Whether or not the enterprise has goodwill or other intangible value. (Section V)
7. Sales of the stock and the size of the block of stock to be valued. (Section II)

Page 3 V. The Appraisal Process



8. The market price of stocks or corporations engaged in the same or a similar line of
business having their stocks actively traded in a free and open market, either on an

exchange or over-the-counter. (Section VI)

VALUATION PREMISES

The valuation process is based on methodology that is universally accepted by scholars,
courts and practitioners. These premises’ form a basis of understanding the overall

appraisal process and will guide the user towards this report's conclusion.

The Value of a Business is Equal to the Present Worth of the Future Benefits of
Ownership. This statement is a fundamental premise of business valuations. A rational
buyer normally will invest in a company only if the present values of the expected
benefits of ownership are at least equal to the purchase price. Likewise, a rational seller
normally will not sell if the present value of those expected benefits is more than the
selling price. Thus, a sale generally will occur only at an amount equal to the benefits of

ownership.

Value Is Not Always a Single Number. The valuation process is full of judgments and
estimates. No one can predict with mathematical certainty the amount of benefits a
company's owners will receive. Informed investors may have different opinions about the
amount of those benefits. Also, the investors may require different rates of return based
on their opinions about the risks of owning that company. A company's value depends on
each person's assessment of the benefits and risks relating to a company. Generally, the
consultant's task is to determine a most likely conclusion where the buyer and seller will

meet.

Value Is Based on a Specific Point in Time—the Valuation Date. An investor's
required return and the amount of available benefits usually are estimated at a single point
m time. Also, the estimate of value is based solely on the information that is discernible
and predictable at the valuation date. This is referred to as the “effective date of

appraisal.”

The Principle of Substitution. The Principle of Substitution states, “the value of a thing
tends to be determined by the cost of acquiring an equally desirable substitute.” As with
the Principle of Future Benefits, the “buyer” must quantify the “cost” of a specific
investment versus an alternative.

3 Guide to Business Valuations, Practitioners Publishing Company, 2002

Page 4 V. The Appraisal Process
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GOODWILL

Goodwill is a term applied to an intangible asset and may be defined as “those elements
of a business that cause customers to return, and that usually enable the business to
generate profit in excess of a reasonable return on all other assets of a business.”™ Jt may
also include workforce in place value, information base, non-compete agreement, know-
how and licenses. Our examination of certain assets of Island Hi-Speed Ferry sought to
identify goodwill, as it existed on the valuation date. We considered two types of

goodwill:

Personal Goodwill:

This form of goodwill is attached to a person, usually the owner, and is considered non-
transferable in a sale or other type of fransaction. That is not to say that personal
goodwill has no value, but that it is treated on a case-by-case basis in accordance with

state laws, customs and in consideration of the purpose and function of the valuation.

Examples of personal goodwill would be the special talents of a surgeon, attorney or
other professional; business contacts via longevity, professional affiliations, family or
political; and education or experience in a particular business area.

Entity Goodwill:

Entity (sometimes referred to as “business” or “enterprise” goodwill) is attached and
associated to the business, and therefore it is transferable. Examples of entity goodwill

are patents, trademarks, customer lists, referral pools, location and name.

In our valuation of certain assets of Island Hi-Speed Ferry we determined that “goodwill”
exists in the form of entity goodwill. This conclusion is solidified in our final valuation
estimate, which is in excess of the adjusted book value of IHSF. The goodwill is
determined to be of an entity nature in that it would be transferable to a “hypothetical”
buyer. We have, therefore, concluded that the business not only has goodwill, but also,

goodwill value, which could be transferred to a buyer.

The Excess Earnings method indicates that goodwill exists for IHSF and is measured by a
return over and above that required for the tangible assets of the company. Please refer to
Section VI for discussion pertaining to Excess Earnings.

4  Raymond C. Miles, “Basic Business Appraisal,” John Wiley & Sons, Inc., 1984
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VALUATION METHODOLOGY

GOING CONCERN VALUATION

Going concern value assumes that the company will continue in business, and looks to
the enterprise's earnings power and cash generation capabilities as indicators of its fair
market value. There are many acceptable methods used in business valuation today. The
foundation for business valuation arises from what has been used in valuing real estate for
many years. The three basic approaches that must be considered by the appraiser are:

1. The Market Approach,
2. The Asset Based Approach, and
3. The Income Approach.

Within each of these approaches there are many acceptable valuation methods available
for use by the appraiser. Appraisal standards suggest that an appraiser test as many
methods as may be applicable to the facts and circumstances of the subject being
appraised. It is then up to the appraiser's informed judgment as to how these various
values may be reconciled in ultimately deriving a final estimate of value.

Market Approach:

The market approach suggests that the value of the company can be determined by
- examining the “market” that has been established by historical experience. In larger,

publicly held corporations, the value is set by the most recent trading of the stock to
private and public investors who have made their own determination as to value. It
would be difficult to argue that the fair market value of a corporation would be
significantly different than that which the public has deemed to be correct.

A second method within the market approach would be to search for transactions of
similar and relevant corporations. When “guideline” companies can be identified and are
deemed to be applicable, the appraiser may form comparisons in the performance of a
group of companies (indusiry) and the subject business. These “value multiples”
typically include:* Deal Price/EBIT, Deal Price/EBITDA, Equity Price/Sales, Equity

Price/Earnings, and Equity Price/Book Value.

When information is available, the Market Approach can be one of the most accurate
approaches due to its reliance on market-oriented information. However, its use for

5  Guide to Business Valuations, 2003, Paragraph 203.3
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appraising closely held businesses is often severely hampered by lack of available
information on actual sales of businesses.

Income Approach:

This approach is the closest to the basic valuation principle, which states, “The value of a
business is equal to the present worth of the future benefits of ownership.” The term
income does not refer to income in the accounting sense, but to the future benefits
accruing to the owner. Under the income approach, the consultant estimates the future
ownership benefits and discounts those benefits to present value using a rate suitable for
the nisks associated with realizing those benefits. As a shortent method under the income
approach, the consultant may capitalize some normalized level of ongoing benefits.

Within the Income Approach, anticipated benefits are expressed in monetary terms, and
may be reasonably represented by such measures of income as Net Cash Flow, Dividends,
and various forms of Eamings. - The two primary methods that comprise the Income

Approach are:

A) Discounted Future Returns Methods: Discounted Future returns methods may
be used when the company’s future returns (a) can be reasonably estimated and
(b) are expected to differ significantly from its current operations because of
factors such as changes in business structure or expected changes in economic
conditions. To apply these methods, the consultant estimates the company’s
future returns until they reach a stabilized level. Then the consultant determines a
terminal value of the company based on its stabilized net cash flow or earnings.
Finally, the company’s estimated future returns, including the terminal value, are
then discounted to present value using a market discount rate.6

B) Capitalized Refurns Methods: Capitalized returns methods may be used when a
company’s future operations are not expected to change significantly from its
current normalized operations where future returns are expected to grow at a
somewhat predictable rate. To apply these methods, a company’s current
operations (either net cash flow or earnings) are divided by a capitalization rate to

estimate value.”

6  Guide to Business Valuations, 20035, Paragraph 203.10
7 Guide to Business Valuations, 2005, Paragraph 203.11
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Asset Approach:

The Asset Approach is probably the least complex of all approaches to examine and use
as an appraisal guideline. Within this approach, the assets of the corporation, principally
tangible assets, are examined for value at “book value” and “market value,” and then

adjustments are implemented.

In most cases, the appraiser also examines the possible value of an enterprise in
liquidation. In some instances the value of the assets being separated from the business
and being sold individually will have a greater value than the continuation of the firm as a

business enterprise.

The Asset Approach also includes the “cost to create method.” It is conceivable that a
business may be started from “scratch” at a lesser cash commitment than it would cost to

purchase an existing business.

The Asset Approach typically does not take into consideration the “intangible” value of
the enterprise. Therefore, intangible assets, i.e. goodwill, require estimation by some
other method. The intangible value is then added to the net asset valuc via the Asset

Approach to yield an overall value for the company.

Other Methods:

Utilizing a combination of approaches, there are several methods that are considered
umportant to the appraisal process:

A) Excess Earnings: This method was originally devised by the Internal Revenue
Service as a formula for determining goodwill and other intangible value
associated with closely held corporations. The specifics of this method are
outlined in Revenue Ruling 68-609.

Generally, this method applies a rate of return on the tangible assets of the
business and a capitalization rate on the “excess earnings” (those earnings in
excess of earnings on net tangible assets) forming a value for the intangibles. This
value is then added to net tangible assets for a total estimated value of the

business, or business equity.

The Internal Revenue Service states in Revenue Ruling 68-609 “the approach may
be used only if there is no better basis available for estimating the value of

intangible assets.”

8  Revenue Ruling 68-609, 1968-2, C.B. 327
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B)

This approach is often used by practitioners, as there is seldom a “better basis” to
determine intangible value. However, its use must be implemented with caution
as 1ts’ apparent simplicity is often misunderstood by the untrained appraiser.

Rules of Thumb: Some industries have developed, over time, guidelines for the

valuation of common business enterprises. Franchises, gas stations, professional -

practices and other businesses are sometimes initially valued in this manner.
Rules of Thumb are not considered to be a recognized appraisal method per se;
rather, they are utilized by the appraiser as a test of reasonableness as to the values

derived via other recognized approaches.

Limitations of Rules of Thumb’: Rules of thumb are usually derived from
comparative company transactions, and like most comparatives, those companies
probably will differ from the subject company. Accordingly, those differences
may need adjustment. With rules of thumb, the multiples may be known, but not
the underlying transactions. Thus, the basis for adjusting the comparatives may be
obscured. Other similar imitations of using rules of thumb include:

a. Insufficient data to derive a proper multiple. Consultants may not be able to
identify specific transactions or obtain enough comparative company data to
derive a multiple. Also, there may not be enough information on the actual
terms of sale. For example, there may be favorable financing terms on some

comparatives, which may require adjustment.

b. Difficulty in defining a “typical” business from which to make adjustinents.
A tule of thumb is assumed to apply to the valuation of a “typical” business.
Obviously, no “typical” businesses exist. Thus, rules of thumb will always

contain some degree of error.”

The following section documents the implementation of those applicable valuation
methods utilized in estimating the fair market value of IHSF.

9

Guide to Business Valuations, 2005, Paragraph 706.2
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VI
APPRAISAL CALCULATION

It is widely recognized that there is no one correct method of valuation, and that any
valuation depends upon an analysis of the relevant facts, common sense and the informed

judgment of the appraiser.

Proper appraisal protocol requires the valuator to implement all relevant valuation
metheds that are appropriate to the particular valuation assignmeni. A final reconciliation
of value must be logical, and well supported. The use of a single valuation method, while
ignoring other applicable methods, is irresponsible, as it does not offer a credible result.

As such, the appraiser developed a variety of methods in the appraisal of IHSF as follows:

APPROACH: MARKET
METHOD: DIRECT MARKET DATA METHOD

In order to apply the market approach, this appraiser located data that is maintained in a
market data file by The Institute of Business Appraisers, Inc., a professional appraisal
organization. A search of the database was performed, using SIC Codes 4489, 4482 and

4499,

We were unable to locate a sufficient quantity of data for analysis. Typically, the
appraiser seeks a minimum of 5-6 transactions of comparable business in order to
develop a level of confidence sufficient to determine the market. Daita quantities in
excess of 10 transactions greatly enhance the appraiser’s ability to determine market
influences. As we were unable to locate any transactions that were deemed useful in this
analysis, this methodology was not deemed pertinent. Therefore, we have rejected
mmplementation of the direct market data methed.

APPROACH: MARKET
METHOD: MERGER & ACQUISITION METHOD

We have researched the databases of Pratt’s Stats, and The World M&A (Done Deals)
databases for comparable transaction data. The Merger & Acquisition method differs
trom the Direct Market Data method in that it reflects a “best-fit” strategy versus a “total
market” strategy. By “best-fit” we mean the appraiser selects comparable transactions
that are deemed most like the target company. As the Pratt’s Stats and Done Deals
databases report a quantity of data points, less comparables are required as more detailed
information about each transaction is available.
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The “total market™ strategy requires a greater number of transactions, as less data is
available per fransaction. Therefore, the market is interpreted by the quantity of
transactions of similar companies.

With respect to the Pratt’s Stats and Done Deals analysis, we began our search of these
two databases by utilizing the following parameters:

TABLE VI-1

SIC 4482
SIC 4489
SIC 4495

0
0
2

ToTALS:

Base on the Pratt’s Stats search, which revealed 2 transactions, these transactions
reflected a sea-going vessel maintenance and repair company with nearly $400,000,000 in
revenues, and a boat rental business with $20,000,000 in revenues. Neither one of these
entities were deemed comparable to the operations of the proposed new IHSF company.
Therefore, the merger & acquisition method was considered and ultimately rejected in

this analysis.

INCOME APPROACH

One authority commonly cited by business appraisers when valuing closely held
businesses is Revenue Ruling 59-60. Section 5(a) of this Ruling states:

Earnings may be the most important criterion of valuing some cases,
whereas, asset value will receive primary consideration in others. In
general, the appraiser will accord primary consideration to earnings
when valuing stocks of companies, which sell products or services to the
public; conversely, in the investment or a holding type of company, the
appraiser may accord the greatest weight to the assets underlying the

security to be valued

With respect to the purchase of small closely held businesses, buyers are primarily
concerned with the capability of the business to generate profits. An objective analysis of
the profit-generating potential of the business and the perceived risk of obtaining those-
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profits will be of primary importance to both the buyer and the seller in arriving at a
mutually acceptable price.

After considering the nature of IHSF, the projected income of the new entity, alternative
methods of valuation, and the valuation factors set forth in Revenue Ruling 59-60, as well
as other factors deemed relevant, primary reliance has been placed on the single-period
capitalization method to determine fair market value of the proposed entity. Further, the
developed capitalization rate was used as a baseline to develop the applicable intangible
rate utilized in the excess eamnings method.

Discount Rate:

The discount rate represents the rate of return that an investor requires justifying investing
in an asset based on the amount of risk associated with the investment. For example, an
investor may expect a 5.0 - 6.0 percent return on a certificate of deposit from a bank, an
8-percent return on a corporate bond, and an 18-percent return on junk bonds. Usually,
the higher the risk, the higher the required return. The discount rate is a rate of return
used to convert a monetary sum, payable or receivable in the future, into present value.!

Capitalization Rate:

A capitalization rate is generally derived from the subject's discount rate. It is used to
convert income into an overall value for the company. The basis of the relationship
between the discount rate and capitalization rate is the assumption that the business has a
perpetual life and that its annual growth will be constant. The relationship is expressed as

follows:?

Discount/Capitalization Rate Characteristics:

Charactenistics common to Discount Rates, and subsequently, Capitalization Rates
include the following:

I American Society of Appraisers, “Business Valuation Standards,” 2002, International Glossary of

Business Valuation Terms
2 American Society of Appraisers, BV204, pp. 17
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The Discount Rate represents a risk element. The growth and duration factors are
expressly a function of the financial forecast. Capitalization Rates, on the other hand,
represent all information required to turn “income™ into value. The Capitalization Rate
contains the risk element, growth element and duration element, usually assumed to

perpetuity.

DISCOUNT/CAPITALIZATION RATE DEVELOPMENT

Build-Up Approach:

We have implemented the Build-Up Approach in the development of the discount rate,
and subsequent capitalization rate in this appraisal assignment. The Build-Up Approach
is based on the principle that a company’s discount rate (and, consequently, its
capitalization rate) is composed of a number of identifiable risk (or return) factors that,
when added together, result in the total return that a prudent investor would demand from
the purchase of the company. The components in the Build-Up Approach are: Risk-Free
Rate, General (Equity) Risk Premium, Risk Premium for Size, and Specific Company

Risk.

The risk-free rate when added to the general risk premium yields an average market
return expected by an investor when investing in a publicly traded company. Once the
average market return is determined, the next step is o add increments for risk factors
that differ between the company being appraised and the market. There is obviously
more 1isk associated with the typical small business than with large, publicly traded
common stocks. As such, an investor in a closely held business will demand a rate of
return in excess of the average market return. The Build-Up Approach was developed as

follows:
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We begin with the “risk-free” or “safe rate” that an investor could achieve in the financial
markets. The risk-free rate of return is the return an investor could obtain from a low-risk
guaranteed investment. We assume that an investor has “choices” to make when
considering an investment. Those choices usually begin with the least risk and the
maximum return. For this purpose we have selected the 20-year “Treasury Bond” rate as
published by the U.S. Federal Reserve Bank as of (or closest to) the valuation date.

Risk-Free Rate:

Equity Risk Preminm:

The equity risk premium reflects the rate of return investors are receiving to compensate
for the perceived risk in an investment in the corporate equity market in excess of the rate
of return investors are receiving to compensate for the perceived risk in an investment in
a “risk-free” security. This premium encompasses risk associated with general economic
conditions, and economic factors such as fluctuating interest rates. Our equity risk data
comes from the annual study, “Stocks, Bonds, Bills, and Inflation” by Ibbotson
Associates: “Long-horizon expected equity risk premium: large company stock total
returns minus long-term government bond income returns.” We ultimately adjusted the
rate to reflect 15-30 year holding period data.

Equity Risk Premium: 6.00%

Risk Premium For Size:

The third component of the discount rate is a small company risk premium, or benchmark
premium for size. This is a risk premium that is measured in the public market place for
companies that have total market capitalization below $98.6 million.® Due to THSF’s
size, we have refined the size premium by utilizing the tenth decile (10a) information
from the SBBI Valuation Edition 2005 Yearbook.

Risk Premiom for Size: 4.54%

3 “Stocks, Bonds, Bills, Inflation,” Valuation Edition, Ibbotson Associates, 20053.
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Specific Company Risk:

The specific company risk is a measure of risk, which is associated with the specific
business and/or industry in which the company operates. While it is impossible to know
and identify all business risks, we have considered various classes of risk including:

Industry (Overall Growth, Market Conditions)
General Economic Conditions

The Company’s Financial Risk (Ratio Analysis)
Diversification of the Company’s Operations
Operational Attributes

Al .

In estimating the Specific Company Premium, it is important to note that this is clearly
formulated by, and requires the judgment of the appraiser. While it is considered
subjective, the appraiser’s judgment is based on a variety of quantitative factors as
discussed in numbers 1-5 above. The Specific Company Risk Premium is a PREMIUM
to be added to the average market return, which measures the market’s expectation of
required rates of return as of the effective date of the appraisal. Certainly, there are
inherent risks associated with the investment in a closely held business over the market
rate of return for highly liquid investments of a public nature. Once a Specific Company
Premium is determined, the resulting discount rate developed by the Build-Up Method is
applicable to Net Cash Flow for the company.

Systematic and Unsystematic Risks:

Systematic risks are those risks that are formulated from market events such as risk free
rates, calculated equity and/or size premiums. Their development is usually based on
studies or formula relationships published by goverment* or private sources.’> No
discount has been considered for systematic risks at this point in the valuation process.

Unsystematic risks can be described as all other risks that may impede or redirect the
operations (and earnings) of an enterprise. Some of the risks to be considered are listed in

the following table:

Please Turn Page

4  Federal Reserve Statistical Releases, www.federalreserve.gov
5 Ibbotson Associates
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TABLE VI-2

UNSYSTEMATIC ~ Market Risk o Barriers to market entry

RisK e Market size or share constraints
¢ Strength of competition
* Buyer product or service acceptance
o Shifting buyer preferences

Financial Risk o Dliquidity
¢ Unfavorable contractual obligations
Excessive debt

Management Risk ¢ Depth of management talent
e Key employee dependence
s Management’s past experience with
product or service

Product Risk » Key supplier dependence
¢ Obsolescence '
» Reliance on specific patents and licenses
e Lack of productive capacity
» Commercial impracticality of production

Company Sales Risk e Key Customer dependence
» Lack of product diversification
e Lack of geographic sales diversification

Business * (eneral economic conditions
Environment Risk e Government regulation

In order to assist the appraiser in quantifying the unsystematic risk associated with THSF
(as proposed), we considered the following factors and their impact on average risk
relative to the market (small publicly held companies).
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TABLE VI-3

s

Operating history, volatility of revenues and earnings
Profitability and realization (as projected)

Access to capital resources

Geographic diversification
Product diversification
Customer diversification
| Competition e
Marketing resources in light of competition |
Purchasing power and other economies of scales
| Seasoned management

Conservative forecast given survey results

A specific company risk premium of 1.00% was concluded based on the above-

referenced factors.

Specific Company Risk Premium: 1.00%

Conversion Factor:

The resulting discount rate is a rate applicable to net cash flow. As the appraiser has
developed a net eamnings income stream, the net cash flow discount rate must be
converted to a net earnings discount rate. There have been no definitive studies of public
company data; however, many experienced practitioners feel that this difference most
typically ranges from 3% to 6%.° That is, a net cash flow discount rate can be converted
to a net earnings discount rate by adding a 3%-6% increment, or conversion factor. For

6 Z. Christopher Mercer, “Adjusting Capitalization Rates for the Differences Between Net Income and
Net Free Cash Flow,” Business Valuation Review, December 1992
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this assignment, we have anticipated a 3.00% conversion factor to convert the net cash
flow discount rate to a net earnings discount rate.

Cash Flow to Earnings Conversion: 3.00%

Growth Rate:

The capitalization of earnings uses a single, normalized annual earnings amount. To
develop a capitalization rate, the appraiser must subtract the expected long-term
compound growth rate to convert the discount rate to a cap rate. This growth rate should
include both price (inflationary) growth, and volume (real) growth. Because annual
returns are held constant, the capitalization rate must be adjusted by the implied inflation
factor in the risk free rate. Ifreal growth is anticipated, this must be adjusted as well.

The growth rate is specifically applicable to forecast/anticipated long-term sustainable
earnings for IHSF. We have relied upon the anticipated future expectations of the

company and industry as discussed in this report.

Growth Rate: 4.00%

In order to develop our capitalization rate, we have subtracted the long-term sustainable
growth rate from our discount rate calculation. The discount/capitalization rate
development is exhibited in Table VI-4 below:

Please Turn Page
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We have therefore concluded 15% as our after-tax capitalization rate in the valuation of
certain assets of Island Hi-Speed Ferry.

A capitalization rate utilizing the above-referenced formula (DR-G=CR) should be
applied to the next year’s projected benefit stream. To apply the capitalization rate to a
company’s next period adjusted earnings, the current year’s capitalization rate should be
divided by 1 plus the long-term growth rate or: (DR-G) + (1+G) = CR current period. An
alternative to this capitalization rate adjustment is to adjust the current-period income
strearn (developed in Section IV) to a “next-period” stream by multiplying the current
stabilized income stream by the anticipated growth rate as follows:

Revenues $2.332,800

Expenses $1,448,600

Less: Debt Service - $490.000

Total Expenses $958.600
Pretax Net $1,374,200
Less: Federal Income Tax @ 36% - $494.712

ADJUSTED AFTER TAX NET INCOME (PRE-DEBT SERVICE)

Current Period Net Income (Per Adjusted Forecast) $879,488
Times: Growth Rate x 1.04

NEXT PERIOD NET INCOME

APPROACH: INCOME
METHOD: CAPITALIZATION OF FUTURE BENEFITS

This method of valuation applies a single multiplier or capitalization rate to an earnings
figure to determine a value for the income stream indicated. The two key elements are
the capitalization rate and the benefit stream to be capitalized. The value to be
determined represents the stockholder’s equity. A financial forecast for IHSF has been
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prepared based upon analysis in Section IV, Financial Information. We have utilized
after-tax net earnings of $914,667 as our benefit stream below:

Forecast Net Earnings* $914,667
Divided by Capitalization Rate + .15

EQUALS VALUE:

Therefore, capitalizing the $914,667 benefit stream by the developed capitalization rate of
15% results in a valuation on a control basis, of $6,097,780.

APPROACH: COST
METHOD: ADJUSTED BOOK VALUE

The Asset Based Approach, sometimes referred to as the Replacement Cost Approach, is
an asset oriented approach rather than a market-oriented approach. Each component of
the business is valued separately, and then summed up to derive the total value of the

enterprise.

The appraiser estimates value, using this approach by estimating the cost of duplicating or
replacing the individual elements of the business property being appraised, item by item,
asset by asset. The tangible assets of the business are valued using this approach,
although it cannot be used alone as many businesses have intangible value as well, which
this approach cannot be applied to. With respect to the intangible assets being acquired,
we will implement the excess earnings method to be discussed later in this Section.

According to information furnished by the prospective borrowers, the acquisition includes
certain assets of Island Hi-Speed Ferry, including the M/V Athena, the Galilee Berthing

Permit, the CPCN, goodwill, covenant not to compete, and customer list.

According to information furnished by the borrowers, the following allocation has been
made with respect to the $5,612,500 acquisition price:
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ASSETSBEINGACQUIRED: . .. .. . ... RAIRMARK

M/V Athena $4,200,000
Galilee Berthing Permit $200,000
Certificate of Public Convenience and Necessity (CPCN) $500,000
Goodwill $200,000
Covenant not to compete $500,000
Customer List $12.500
TOTAL:

According to our calculation, the intangible asset over and above the fair market value of
the M/V Athena is $1,412,500. We will test the reasonableness of this estimate using the
excess earnings method to be discussed later in this Section. Each of the allocations and
management’s reasoning is discussed below:

GALILEE BERTHING PERMIT

According to the borrowers, obtaining a Berthing Permit in Galilee is extremely difficult
if not impossible in today’s present market. The M/V Athena shares its berth with the
Southland, a local tour boat. During the winter months, the commercial fishing flest
utilizes the berth. Representatives of Interstate Navigation Company indicate that the
existing permit is a split permit. According to our conversations, it is indicated that the
location of the existing Galilee berth is directly across from the Interstate Navigation
dock, which is considered to be extremely efficient from an operational standpoint.
They’re able to serve both the Hi-Speed and slow ferries through the same ticket booth
and parking is available at the main state pier adjacent in Galilee. The permit is a year-to-
year permit, which is renewable each year and the current rate is $4,000 for the operating
season, an extremely low berthing fee. Representatives of Interstate Navigation Company
indicated that in the worse case scenario if the berthing permit was lost, the Hi-Speed
Ferry could run out of Interstate Navigation Company’s present dock across the way. We
have included a copy of the RI DEM Berthing Permit and information at Exhibit 7 of this

report.
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CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY (CPCN)

In our meetings with representatives of Interstate Navigation Company, we were provided
with testimony of Walter Edge, as well as Dr. Timothy Tyrell. A review on-line of the
procedure indicates many months of direct testimony and cross examination of nearly 50
witnesses as part of the process required to obtain approvals for Interstate Navigation
Company to operate the Hi-Speed Ferry from Block Island to Newport. Although
Interstate Navigation Company did receive the approval; Island Hi-Speed Ferry is
expected to appeal the decision, which would require more time, more money and legal
fees. Interstate Navigation Company has allocated a $500,000 value for this portion of
the license, which would essentially eliminate the major competitor in the marketplace, as
well as the only objector to Interstate Navigation Company obtaining the Hi-Speed Ferry
approval. This is fruly an intangible asset, and will be valued collectively in the
intangible assets utilizing the excess earnings method. Given the fact that without the
CPCN, the ferry cannot operate, it is likely that the license is far more valuable than the

$500,000 allocation.

Goodwill, Covenant Not To Compete, and Customer List

The allocations for goodwill ($200,000), covenant not to compete ($500,000), and
customer list ($12,500) are all estimates prepared by Interstate Navigation Company.
INTERSTATE’s logic is that first of all the covenant not to compete gets allocated out as
part of a tax allocation that would be more favorable to INTERSTATE. The goodwill
and customer lists estimates are based on synergies that could be taken advantage of
between Interstate Navigation Company’s current operations and IHSF’s operations being
wrapped in to the process, as well as.the ability to market to existing passengers for group
sales, converting slow ferry passengers to Hi-Speed ferry passengers, etc.

In analyzing the asset values allocated, clearly, the sole “tangible” asset is the M/V
Athena with a fair market value of $4,200,000 (please refer to Exhibit 8 of this report for
the appraisal survey of the M/V Athena). As a valuation of each underlying intangible
asset is beyond the scope of this valuation, we have determined that the best methodology
that would allow for a fair market value estimate of the intangible assets being conveyed
in the proposed acquisition would be to utilize the excess earnings method. This would
allow us to determine the reasonableness of the $1,412,500 allocation for intangible
assets being included in the acquisition. Therefore, we will use the excess earnings
method to justify the variance between the tangible asset value of the M/V Athena, and

the acquisition price of $5,612,500,
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APPROACH: HYBRID
METHOD: EXCESS EARNINGS

The Excess Earnings method is a valuation approach that is widely utilized to value the
intangible value of a business. Since it seems logical that once the intangible value of a
business is determined, the entity value could be determined by adding the value of the

tangible assets.

In practice, this method is a hybrid of both an asset-based approach, and an income-based
approach. As such, there are several steps involved in implementing the method. The

steps are summarized as follows:’

1. Determine a normalized level of earnings. Revenue Ruling 68-609 does not
define “earnings”; however, it does indicate that the eamings should reflect the
probable future earnings. As such, we have utilized the after tax forecast net
earnings previously determined. We are specifically utilizing the net of debt
income in order to determine the valuation of the entity for financing purposes.
This level of earnings is the result of the normalization of earnings process.

2. Determine the net tangible asset value. This is accomplished by implementing
asset-based approaches such as the Adjusted Book Value method. The industry
consensus is to utilize fair market value on a going concern basis of the assets and
liabilities. Typically, this would be measured by replacement cost new less any
deterioration and depreciation or for any functional or economic obsolescence.
Any non-operating assets are removed from the calculations, and added back to
the final value. In this instance, we are using the fair market value of the M/V
Athena at $4,200,000 as the sole tangible asset. There are no other tangible
assets included in the proposed acquisition.

3. Determine an appropriate rate of return for net tangible assets. Based upon
the type of assets employed (asset mix), an appropriate rate of return on the
tangible assets must be ascertained. Assets that are highly liquid, low in risk
and/or readily acceptable as loan collateral require lower rates of return than the
contrary. Since banks will not typically lend 100 percent of the asset value, it is
reasonable to suggest that the business needs to earn a rate of return of at least a
few points above the rate at which the bank would lend money on the assets.
Based upon the asset mix in this assignment, we have utilized a rate of return of
10%. We have taken into consideration that the bank prime rate as of January 31,
2006 was 7.50%, and have added an additional 2.50 points to determine an
appropriate rate of return on the net tangible asset as an operating asset. Therefore
we concluded a 10% rate of return on the underlying M/V Athena.

7  Shannon P. Pratt, Vahiing Small Businesses and Professional Practices, 2nd Fd. Chapter 15.
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4. Determine an appropriate rate of return on excess earnings. The excess

earnings are then capitalized at an appropriate rate of return. As such, an excess

earnings capitalization rate (EECR) must be developed. We have previously

developed the EECR in this Section. It is logical that the EECR must be higher

than the rate attributable to net tangible assets due to the fact that if earnings fail

to materialize, the assets can be liquidated for some value. The excess earnings

represent “intangible” value--the earnings over and above a reasonable rate of

return on tangible assets. Intangible assets have no liquidation value since their

value depends on their ability to generate earnings. Therefore, the level of risk

associated with excess earnings would be higher, and a greater rate of return

would be required to compensate for the increased risk.

In practice, many consultants determine excess earnings capitalization rates based
on several factors, especially the persistence of the company’s intangible assets.
Persistence refers to the average length of time that customers can be expected to
-continue doing business with the company. In view of the current money and
capital market rates, excess earnings capitalization rates generally range from 20%
to 400%, depending on persistence. For example, a company with a very
consistent, dependable customer base might have persistence of five years or
more, which equates to a 20% capitalization rate. On the other hand, a new
company in an intensely competitive industry may have persistence of three
months maximum, which equates to a 400% capitalization rate. Some factors to
consider in evaluating the company’s persistence include:

The nature of the business.

Management quality and depth.

The company’s market position.

The company’s reputation.

Earnings quality and consistency.

The nature of related intangible assets, that is, whether there are any
identifiable intangibles, their effect on the company’s earnings, their
estimated remaining lives, etc.

g.  Historical patterns of persistence of the company’s customer base.

™o n o

S. Excess Earnings Premium: In estimating the excess earnings of a company,
there is an additional level of risk associated with those earnings over and above a
return on the net tangible assets (referred to as “excess earnings™). In effect, these
earnings are applicable to the intangible assets of the business, i.e. goodwill. In
order to properly isolate risk associated exclusively with intangible assets, we
have added an excess earnings risk premium (EERP) to our overall capitalization
rate of 15% to capture the inherent risk associated with these assets. Therefore,
after an EERP of 15% was added, our Excess Earnings Capitalization Rate was
30%. It is our opinion that as we are valuing the intangible assets exclusively
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ANNUAL EARNINGS (1)

Total Tangible Assets
Net of Liabilities (2)

Rate of Return on
Tangible Assets (3) X |

Less Profit Atiributable
to Return on Tangible Assets

“Excess Earnings”

Excess Earnings Cap Rate (4)

Estimated Value of Intangibles (5) = $1,531 7

Plus Tangible Assets (2) +1 $4,200,000

ESTIMATED TOTAL VALUE (5) + (2)

We have utilized an Excess Earnings Cap Rate of 30%. As a means to test this rate, we
have compared the tangible and intangible portion of value (as a percentage of calculated
value) and calculated the overall capitalization rate developed of 15.3% (see box below).
This rate is consistent with our capitalization rate developed in our Income Approach
methodology. The following overall rate was calculated:

A) Tangible:  $4,200,000 + $5,731,627 = 733% x 10% 0.07328
B) Intangible: $1,531,627 =+ $5,731,627 = 26.7% x 30%  0.08017

Overall Rate:

As can be seen above, we have estimated the value of the intangible assets being acquired
in the proposed transaction at $1,531,627, which closely supports the borrower’s estimate
at $1,412,500. The above referenced estimated value of intangibles is predominately
based on “excess earnings” attributable from the projected income stream. Therefore, the
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intangible assets are income driven and based on an appropriate rate of return given the
level of risk associated with intangible assets.

In order to determine the fair market value under the asset approach, we must add the
intangible asset value to the tangible asset value of $4,200,000. Therefore, the asset
approach yields a fair market value of $5,731,627, including both tangible and intangible

value,

RECONCILIATION AND FINAL VALUE ESTIMATE

In estimating the market value of certain assets of Island Hi-Speed Ferry, the appraiser
employed several recognized approaches to valuation. A summary of results derived via

each method is as follows:

Adjusted Book Value/Excess Earnings $5,731,627  Control
MARKET:

Direct Market Data Method N/A

Guideline Public Company Method N/A
INCOME:

Capitalization of Projected Benefits Method $6,097,780 Control

B Capitalization of Projected
Benefits Method
Bl Adjusted Book Value

38,000,000
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For the purpose of developing a final estimate of value for IHSF, the appraiser has placed
primary emphasis on the income approach utilizing the capitalization of eamings method;
as well as the asset approach, which utilizes the net asset value method and the excess
earning method to determine the value of both tangible and intangible assets. We have
reviewed each of the approaches in the valuation of IHSF as follows:

Asset Based Approaches:

In estimating the fair market value of certain assets of Island Hi-Speed Ferry being
acquired, we have specifically valued the tangible and intangible assets of the proposed
entity. Accordingly, the primary underlying tangible asset, the M/V Athena was
separately valued by a recognized Marine appraiser at $4,200,000. We have utilized this
fair market value estimate in our analysis. To the tangible assets, we next added the fair
market value of the intangible assets as determined under the excess earnings method.

Under the excess earnings methodology, we are including the excess eamnings result,
which specifically values the intangible assets under the asset approach so that the total
value can be ascertained by adding intangible assets to the tangible assets. Under the
excess earnings method, the appraiser calculated rates of return for both tangible and
intangibie assets. The adjusted book value becomes an integral part of the method, as we
are primarily interested in the fair market value of the business’ net operating assets, so
that an appropriate return can be calculated. The tangible asset return is then subtracted
from the developed earnings base. The remaining income, or “excess” earnings is then
capitalized at an excess earnings capitalization rate, which in this engagement was
calculated at 30%. The fair market value of the intangible asset component was
determined to be $1,531,627. '

Therefore, the fair market value under the asset approach was determined to be
$5,731,627.

Market Approach:

In the valuation of IHSF, we have considered both private transaction data as well as
public company guideline data in attempting to develop market multiples for comparative
purposes. Private data, as requested from the Institute of Business Appraisers, did not
yteld any comparable information that was deemed useful in this engagement.

The appraiser also searched the Pratt’s Stats database of merged and acquired companies
and was unable to locate similar and relevant transactions that could be utilized.
Therefore, the market approach was considered and ultimately rejected in this

engagement.

Page 21 V1. Appraisal Calculation
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Income Approach:

With respect to the income approach, the appraiser first relied on an unadjusted projection
of revenues, expenses and profits as furnished by the borrower. Based upon the
adjustments made to the forecast, we concluded an after tax (pre-debt service) income at

$879,488 for the proposed high-speed ferry operation.

Once adjustments were made for taxes and an appropriate long-term earnings growth
adjustment, we concluded that the next period after-tax net income on a normalized basis
would be $914,667 for THSF.

The next step in our income approach was to develop an appropriate rate of return, or
discount rate from which a capitalization rate could be determined. We utilized a build-
up method and relied upon empirical evidence from the marketplace as well as the
appraiser’s judgment with respect to the specific company risk premium assigned to
IHSF. We determined a 15% after-tax net earnings capitalization rate and then applied
this rate to our after-tax net income forecast (next period) of $914,667. This generated a
fair market value of $6,097,780 on a contro} basis.

Therefore, the appraiser has determined that the fair market value for those certain assets
of Island Hi-Speed Ferry being acquired as of the effective date of the appraisal was

$5,900,000. :

PREMIUMS AND DISCOUNTS

The final step in our protocol will be to examine established premiums and discounts to
the overall 100% control level business value determined thus far. Appraisers apply
premiums and/or discounts for a variety of reasons. Their purpose is to bring the
calculated value into a target range that would more adequately reflect “market”
characteristics or habits. In some instances, these are supported by extensive studies of
public companies and have established precedents in legal proceedings. Other situations
may call upon the experience and judgment of the appraiser, who should, convincingly,
explain his actions for either increasing or decreasing the calculated value.

Although there are many types of premiums and discounts that may be encountered .in

performing a business valuation, the most common are control premium, lack of control
{minority interest) discount, and discount for lack of marketability.
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PREMIUM/DISCOUNT CONCLUSION

PREMIUM/DISCOUNT CONCLUSION

With respect to [HSF, we have determined that based upon the appraiser’s reliance on the
capitalization of earnings method, as well as the net asset value/excess earnings method
to estimate value, no premiums or discounts to the final value estimate were warranted.
This is due to the fact that we have been engaged to value a control interest, and as such,
have made necessary control adjustments in our normalization of earnings process. As
such, neither premiums nor discounts were warranted.

CONCLUSION

Based on our analysis of the information and data reviewed and collected, we conclude
that the Fair Market Value of certain assets of Island Hi-Speed Ferry as of January 31,

2006 was:

$5,900,000
FIVE MILLION NINE HUNDRED THOUSAND DOLLARS

Respectfully Submitted,

DA

eoJ. DeLisi, Jr., ASA, MCBA, FACFE
- ACCREDITED SENIOR APPRAISER
MASTER CERTIFIED BUSINESS APPRAISER

PRESIDENT

LID/jet
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APPENDIX A

CONTINGENT AND LIMITING CONDITIONS

This appraisal is subject to the following contingent and limiting conditions:

h

Information, estimates, and opinions contained in this report are obtained from
sources considered reliable; however, Delisi & Ghee, Inc. has not independently
verified such information and no liability for such sources is assumed by this

appraiser.

All facts and data set forth in the report are true and accurate to the best of the
appraiser's knowledge and belief. We have not knowingly withheld or omitted
anything from our report affecting our value estimate.

Possession of this report, or a copy thereof, does not carry with it the right of
publication of all or part of it, nor may it be used for any purpose without the
previous written consent of the appraiser, and in any event only with proper
authorization. Authorized copies of this report will be signed in blue ink by an
officer of DelLisi & Ghee, Inc. Unsigned copies, or copies not signed in blue ink,
should be considered to be incomplete.

None of the contents of this valuation report shall be conveyed to any third party or
to the public through any means without the express written consent of DeLisi &

Ghee, Inc.

No investigation of titles to property or any claims on ownership of the property by
any individuals or company has been undertaken. Unless otherwise stated in our
report, title is assumed to be clear and free of encumbrances and as provided to the

appraiser.

Unless otherwise provided for in writing and agreed to by both parties in advance,
the extent of the liability for the completeness or accuracy of the data, opinions,
comments, recommendations and/or conclusions shall not exceed the amount paid to
the appraisers for professional fees and, then, only to the party(s) for whom this

report was originally prepared.

The various estimates of value presented in this report apply to this appraisal only
and may not be used out of the context presented herein. Any other use of this report
may lead the user to an incorrect conclusion for which DeLisi & Ghee, Inc. assumes

no responsibility.
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APPENDIX A

CONTINGENT AND LIMITING CONDITIONS

10.

11.

12.

13.

14,

The appraisal estimate of fair market value reached in this report is necessarily based
on the definition of fair market value as stated in the Introduction Section. An actual
transaction may be concluded at a higher value or lower value, depending on the
circumstances surrounding the company, the appraised business interest and/or the
motivations and knowledge of both the buyers and sellers at that time. DeLisi &
Ghee, Inc. makes no guarantees as to what values individual buyers and sellers may

reach in an actial transaction.

It should be specifically noted that the valuation assumes the business will be
competently managed and maintained by financially sound owners over the expected
period of ownership. This appraisal engagement does not entail an evaluation of
management's effectiveness, nor are we responsible for future marketing efforts and
other management or ownership actions upon which actual results will depend.

No opinion is intended to be expressed for matters that require legal or other
specialized expertise, investigation or knowledge beyond that customarily employed

by appraisers valuing businesses.

It is assumed that there are no regulations of any government entity to control or
restrict the use of the underlying assets, unless specifically referred to in the report,
and that the underlying assets will not operate in violation of any applicable
government regulations, codes, ordinances or statutes.

Valuation reports may contain prospective financial information, estimates or
opinions that represent the view of the appraiser about reasonable expectations at a
particular point in time, but such information, estimates or opinions are not offered
as predictions or as assurances that a particular level of income or profit will be
achieved, or that specific events will occur.

We assume that there are no hidden or unexpected conditions of the business that
would adversely affect value, other than as indicated in this report.

Hazardous substances, if present, can introduce an actual or potential liability that
will adversely affect the marketability and value of a business. Such liability may be
in the form of immediate recognition of existing hazardous conditions or future
liability that could stem from the release of currently nonhazardous contaminants. In
the development of the opinion of value, no consideration was given to such liability
or its impact on value. We have not taken into account any and all future
environmental considerations and potential liability.

ee
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APPENDIX A

CONTINGENT AND LIMITING CONDITIONS

15.

16.

17.

We have been furnished with a marine survey and appraisal prepared by Marine
Safety Consultants, Inc. on the M/V Athena. We have relied on this appraisal as an
accurate representation of fair market value (at $4,200,000). Should the value be
determined to be more or less than $4,200,000, our underlying value of $5,900,000

would change,

This valuation report relies significantly on a furnished financial projection included
in a package sent by the client (Exhibit 1). We have met with representatives of
Interstate Navigation Company who were instrumental in preparing the forecast. We
reviewed the forecast, made adjustments and relied on the forecast as an accurate
representation of anticipated results. We have satisfied ourselves that the projection
appeared reasonable given the information furnished, and discussions with
representatives of Interstate Navigation Company. We make no guarantee as to the
borrower’s ability to generate the anticipated revenues and profits.

To ensure compliance with requirements imposed by the IRS, we inform you that
any US federal tax advice contained in our report (including any attachments) is not
intended or written to be used, and cannot be used, for the purpose of: (i) avoiding
penalties under the Internal Revenue Code, or (ii) promoting, marketing or
recommending to another party any transactions or matter addressed herein.

e

Ine.



APPENDIX B
APPRAISER’S CERTIFICATION

I certify that, to the best of my knowledge and belief:
The statements of fact contained in this report are true and correct.

The reported analyses, opinion and conclusions are limited only by the reported
assumptions and limiting conditions and is my personal impartial and unbiased
professional analyses, opinions, and conclusions.

I have no present or prospective interest in the property that is the subject of this report,
and [ have no personal interest with respect to the parties involved.

I have no bias with respect to the property that is the subject of this report or to the parties
involved with this assignment.

My engagement in this assignment was not contingent upon developing or reporting
predetermined results.

My compensation for completing this assignment is not contingent upon the development
or reporting of a predetermined value or direction in value that favors the cause of the
client, the amount of the value opinion, the attainment of a stipulated result, or the
occurrence of a subsequent event directly related to the intended use of this appraisal.

My analyses, opinions and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal Practice as
promulgated by the Appraisal Foundation, the Principles of Appraisal Practice and Code
of Ethics as promulgated by the American Society of Appraisers, and the Business
Appraisal Standards and Code of Ethics of The Institute of Business Appraisers.

No one provided significant business valuation assistance to the appraiser signing this
certification.

(Note: Authorized reports will be signed in blue ink by the Appraiser. Copies that do not
bear said signature is unauthorized and incomplete.)

Certified by:

L
Led'J. DeLisi, Jr., ASA, MCBA, FACFE
President

Ine.
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APPENDIX C
LEO J. DELISI, JR., ASA, MCBA PROFESSIONAL
Accredited Senior Appraiser — Business Valuation (ASA) QUALIFICATIONS

Master Certified Business Appraiser (MCBA)

PROFESSIONAL

Mr. Del.isi has been involved in the business appraisal field since 1984 when he first joined the
Institute of Business Appraisers. Since that time, he has been awarded the Institute’s highest
professional designation of MCBA (Master Certified Business Appraiser) and has heen
appointed to its seven-member Ethics & Discipline Committee overseeing the activities of
members throughout the U.S. and Canada. Mr. DeLisi has also been appointed to IBA’s
Qualifications Review Committee responsible for report review/critique of applicants seeking the
CBA designation. Mr. DeLisi was appointed to the IBA’s Academy of Business Appraisal
faculty as a national instructor of business valuation courses. He has taught courses 1001 and
1002 (fundamental level courses), 1003 and 1004 (advanced level courses) and 8001A,

Mastering Appraisal Skills for Valuing the Closely Held Business (a 30-hour comprehensive

course), for the Institute. Mr. DeLisi was also a featured speaker at the Institute’s 2000 National
Conference in Phoenix, AZ, the 2002 Conference in Washington, D.C., and IBA’s 2004

conference in Las Vegas, NV.

As a member of the American Society of Appraisers, Mr. DeLisi has also been awarded the ASA
(Accredited Senior Appraiser - Business Valuation) designation making him one of an elite
handful of business valuation professionals in the U. S. to achieve both the MCBA and ASA

designations.

Mr. DeLisi is an accredited sponsor as approved by the Rhode Island Bar Association to instruct
Mandatory Continuing Legal Education classes for attorneys and has been a speaker for the
Rhode Island and Florida Societies of Certified Public Accountants for Continuing Education
credits, as well as for the Rhode Island Bar Association and other groups.

Mr. DelLisi has also been awarded a Fellowship from the American College of Forensic
Examiners. He is President of DeLisi & Ghee, Inc., a full-service business valuation firm with
offices in Rhode Island and Florida. Prior to forming Del.isi & Ghee, Inc., he was a partner with
the national valuation practice of Trugman Valuation Associates Inc.

EXPERT WITNESS

Mr. DeLisi has been accepted as an expert witness and has testified in such venues as Family
Court, U.S. Bankruptcy Courl, Superior Court, IRS Administralive Appeals, and at municipal
Boards of Assessment Review. His litigalion experience includes divorce, bankruptcy, cstate and
gift tax, business damages and shareholder disputes.

Ine.
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EDUCATION

American Society ASA - Accredited Senior Appraiser — Business Valuation
of Appraisers

Institute of Business MCBA — Master Certified Business Appraiser
Appraisers (IBA)

American College of FACFE - Fellow, American College of Forensic Examiners
Forensic Examiners

Bachelor of Science (BS) Bryant College, Smithfield, Rhode Island
in Business Administration

APPRAISAL EDUCATION

* The Market Approach, Discounts and Premiums, BVE-3, Providence, Rl, January 2006.
American Institute of Certified Public Accountants.

*  Reporis, Standards and Tax Valuations, BVE-4, Providence, RI, January 2006. American
Institute of Certified Public Accountants.

*  Business Valuation — Caucus, Nashua, NH, The Institute of Business Appraisers, Inc.,
October 21, 2005.

*  Valuing Family Limited Partnerships, Dallas, TX, Partnership Profiles, Inc., 2005.

« 26" Annual Business Valuation Conference, Las Vegas, NV, The Institute of Business
Appraisers, Inc., 2004,

» 25" Annual Business Valuation Conference, Orlando, FL, The Institute of Business
Appraisers, Inc., 2003.

*  The Valuation of Family Limited Partnerships. Tysons Corner, VA, Center for Advanced
Valuation Studies/American Society of Appraisers, 2002.

* 2002 Annual Business Valuation Conference. Washington, D.C., The Institute of Business
Appraisers, Inc., 2002.

*  National Conference on Appraising Closely Held Businesses. Orlando, FL, The Institute of
Business Appraisers, Inc., 2001.

« 19" Annual Advanced Business Valuation Conference. Philadelphia, PA, American Society
of Appraisers, Inc., 2000.

*  National Conference on Appraising Closely Held Business. Phoenix, AZ, The Institute of
Business Appraisers, Inc., 2000.

« 18" Annual Advanced Business Valuation Conference. New Orleans, LA, American Society
of Appraisers, Inc., 1999.
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APPENDIX C

APPRAISAL EDUCATION (Continued)

* Joint Business Valuation Conférence. Montreal, Canada, American Society of Appraisers,
1998,

*  Uniform Standards of Professional Appraisal Practice. Chelmsford, MA, American Society
of Appraisers, 1997,

. I5th Annual Advanced Business Valuation Conference. Memphis, TN, American Society of
Appraisers, 1996,

* ASA Conference on Cwrrent Topics in Business Valuation. New York, NY, American
Society of Appraisers, 1996.

*  National Conference on Appraising Closely Held Businesses. Orlando, FL, The Institute of
Business Appraisers, Inc., 1996.

* 14th Annual Advanced Business Valuation Conference. Boston, MA, American Society of
Appraisers, 1995.

*  National Conference on Appraising Closely Held Businesses. Las Vegas, NV, The Institute
of Business Appraisers, Inc., 1995,

*  National Conference on Appraising Closely Held Businesses. San Diego, CA, The Institute
of Business Appraisers, Inc., 1993.

*  Principles of Business Valuation - Valuation of Small Businesses and Professional Practices.
Atlanta, GA, American Society of Appraisers, 1994,

*  Principles of Business Valuation - Selected Advanced Topics. Vienna, VA, American
Society of Appraisers.

*  Principles of Business Valuation - Business Valuation Case Study. Vienna, VA, American
Society of Appraisers.

*  Principles of Business Valuation - Business Valuation Methodology. Tampa, FL, American
Society of Appraisers.

* Principles of Business Valuation - Introduction to Business Valuation. Georgetown
University, American Society of Appraisers.

*  Business Appraisal for Attorneys, Accountants and Brokers. Secaucus, NJ, The Institute of
Business Appraisers, Inc.

*  Completing the Appraisal. Washington, DC, The Institute of Businesses Appraisers, Inc.

*  Analyzing the Facts-Methods for Appraising Closely Held Businesses. Washington, DC, The
Institute of Business Appraisers, Inc.

*  Business Appraisal Technigues. Washington, DC, The Institute of Business Appraisers, Inc.

*  Introduction to Business dppraisal. Providence, Rl, The Institute of Business Appraisers,
Inc.

*  Has performed extensive reading and research on business valuation and related topics.
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PROFESSIONAL HIGHLIGHTS

Accredited Senior Appraiser - Business Valuation, ASA Designation awarded by the American
Society of Appraisers

Master Certified Business Appraiser, MCBA Designation awarded by the Institute of Business
Appraisers to those CBAs with ten or more years of experience meeting the additional
requirements of the Qualifications Review Committee and Board of Directors

Fellow, American College of Forensic Examiners, “FACFE” Designation in Business
Vaiuations of Ciosely Held Companies awarded by the American College of Forensic Examiners

Instructor/Faculty — Academy of Business Appraisal
Member - Ethics & Discipline Committee, Institute of Business Appraisers
Member — Qualifications Review Committee, Institute of Business Appraisers

Speaker: The Right Data for the Job, 2000 National Conference, The Institute of Business
Appraisers, Inc., Phoenix, AZ

Accredited Sponsor with the Rhode Island Mandatory Continuing Legal Education Commission

Engaged in the Business Appraisal Field since 1984

MEMBERSHIPS

Institute of Business Appraisers (Member since 1984) MCBA Designation
American Society of Appraisers, ASA Designation
American College of Forensic Examiners FACFE Designation, FELLOW

Member: Institute of Business Appraisers-Ethics and Discipline Committee

INSTRUCTOR/LECTURER

Regular instructor for numerous organizations, including: The Institute of Business Appraisers,
The Rhode Island Estate Planning Council, Rhode Island Society of Certified Public
Accountants, Rhode Island Bar Association, N.E. Study Group, Northeastern University, Phoenix
Home Life, Connecticut Mutual Life/Lighthonse Financial Group, Providence College,
Education Initiatives, Inc., New England Estate Planning Council, University of Rhode Island,
SBANE-CEO Roundtable, Atlantic Chapter-Florida Society of Certified Public Accountants.
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PERSONAL

Mr. DeLisi is an avid mountain biker. His hobbies include cycling, boating and music. He is
married with two children.
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MRMCEWEE Reasonable Projection of Revenues and Expenditures (purchase of IHSF)

First Full Year of Operations
Interstate Fast Ferry

Revenues:
interstate's Current Customers:
Passengers (Point Judith - Block Island) - Net 35,500 passengers @ 14.50 § 514,750
(uses only one-half of survey resuits)
Projected IHSF Customers:
Passenger (Point Judith - Block Island) 37,000 passengers @ 28.00 1,073,000

- i

Total Passenger Revenue 1,587,750

Other Revenues (Bar, bike, etc) estimaled previousiy 150,000
Interstate Charter Revenue *

Fuel Surcharge Revenue 195,000

Total Revenue 1,832,750
Expenses:
Salaries and wages (36,000 per week X 21 weeks) - : 126,000
Payroll taxes (10% of S&W) 12,600
Fuel (195,000 gallons * 2.20/gallon) 428,000
Maintenance:
Annual engine top end and overhauls Two year average 138,000
Dry Docking Estimate 10,000
- General Maintenance Previous estimate 25,000
insurance Estimate 10,000
Advertising Guess 75,000
Bar expense (66% of Bar, bike , elc.) 98,000
General and Administrative Expense
Legal and accounting
General office supplies
Taxes
Fees {coast guard, banking, etc)
Overhead allocation (rent, etc)
Total G&A Expense Plug’ . 100,000
Debt service on $5,612,500;
Principal 278,000
Interest . 390,600

Total Expense 1,634,200

Nel profit available for regulated business $ 298,550

* Assumes no charter revenue although Interstate believes that there may be
opportunities to lease the Fast Ferry in the off season



Interstate conducied a survey, led by Dr. Timothy Tyrrell, a tourism expert at URI, to determine how many
existing Interstate customers would switch to the high-speed ferry if it were available. The survey results
mndicated that approximately 37% of existing Interstate customers would switch to the high-speed ferry. This
amounts to approximately 71,000 ferry rides per year based on passenger counts for June through September
(conservative as the high speed will most likely run from May through Columbus Day weekend). For
purposes of conservatism, Interstate used only half this number, which amounts to approximately 15% of all
ferry rides from June through September and only 11.7% of annual ferry rides, which have averaged
300,000 for adults and children over the last two years. Interstate then multiplied the number (35,500) by the
net increase in revenues expected from the switch related to the higher ticket prices of the high-speed ferry
(829 vs. Interstate’s $14.50) and then added it to the revenues generated from the existing customer base of
Island Hi-Speed. Dr. Tymrell testified before the PUC on behalf of Interstate and indicated that he felt the
35,500 figure used to represent those existing customers who would switch to the high speed ferry is

attainable and extremely conservative.

The primary reason that existing customers would switch to the high speed ferry is the new landing location,
as Interstate will land in Old Harbor vs. New Harbor, cutting ten minutes from the current 40 minute ride
and allowing passengers to depart at a more central location. Landing in New Harbor requires at least a $7
taxi ride in order to travel to New Harbor. A secondary reason for the switch is loyalty as there are some
existing customers who did not utilize the high-speed service under Island Hi-Speed due to loyalty to
Interstate. The newly offered 30 minute ride on the high speed by Interstate is very attractive to those
passengers still taking the traditional ferry to Old Harbor with a 60 minute ride.

The existing counts for Island Hi-Speed were derived by three difference sources:

» Interstate hires someone to count the passengers for Island Hi Speed during the summer to
determine how many individuals utilize the high speed ferry service. This number is typically in the
low 40,000 range. _

»  Island Hi-Speed inadvertently revealed their counts in a filing to the PUC ~ the specific number
was not reported, however, a quick calculation results in figuring out the counts. I am currently
trying to obtain a copy of this filing for our records. The calculation revealed 37,000 passengers
(this figure was used in the projections as it was the lowest of all three sources).

» Landing fees (charged for adult passengers) for BI are a public record and according to the amount
of landing fees paid by Island Hi-Speed, their counts are close to 40,000.



INTERSTATE NAVIGATION COMPANY’S RESPONSES TO
ET OF DATA REQUESTS ISSUED BY THE ADVOCACY SECTION OF

THE 1V 5
THE DIVISION OF PUBLIC UTILITIES AND CARRIERS

(Ref. page 2, line 6 to 11) Please provide complete copies of the survey results, and of the
description and cost of the fast ferry referenced.

Response:

The description and cost of the fast ferry is set forth in the testimony of Mr. Edge,
including pages 6 (description), and 11-12 (costs), and in more detail in the testimony of
Joshua Linda who describes the ferry and its costs on pages 2-3. With regard to the

survey results, they are set forth on WEE-2 (pass d WEE-3 (vehicles). In

engers) and WEE-3 (vehicles). In
addition, the compilation of the raw data of the survey results is attached hereto.

M4 CD actaud
Prepared by: WEE and MRMc s




48146656897
FROM © INTERSTATE NRUIGATION ¢ FHONE NO. : 4B14665R37 Sep. 28 2684 B1:28AM P1

NEWPORT - BLOCK ISLAND QUESTIONNAIRE

4} WOULD YOU  5) WOULD YOU HAVE

2} TOTAL 3)RIDDENH.S. HAVE TAKEN TAKEN CURRECT OR

1) GROUP TICKET FERRY OUR NEWFPORT H.5. BOAT TO B.1,
H.S. FERRY? FROM PT. JUDITH?

SiZe? PRICE? BEFORE?
2A $35.00 Y Y HS
2A1C $33.00 Y Y HS
SA ¥100.00 Y Y HS
3A 1C $46.00 Y Y C
2A, $26.00 Y Y HS
1A ZC 27.00 N Y HS
1A $18.00 N N c
2A $26.00 Y Y C
28 $26.00 Y N C
4A 2C $17.00 Y % HS
1A $8.00 N N c
1A $13.00 N N C
1A $13.00 Y Y HS
2A $27.00 N Y HS
1A $14.00 Y Y HS
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FRGH =

INTERSTRTE NAUVIGATION €™ PHONE NO.
18k
1) TOTAL RESPONSES: 15 (36)
2) TOTAL TICKET PRICE? $28.67

: 4B14665897

YES 70 &7%
NO § 33%
5 10026

4} WOULD YOU HAVE TAKEN
OUR NEWPORT H.S. FERRY?

YES 14 73% 31>k
NO_ 4 27% gz 1y
i5 T00%4
5) WOULD YOU HAVE TAKEN
CURRECT OR H.S. BOAT TO B.1.
FROM PT. JUDITH?
HIGH SPEED 9 60% 25=45%
CURRENT 6 40% N

i5 . 100%

Sep. 28 2884 B1:298M P2

NEWPORT - BLOCK ISLAND QUESTIONNAIRE : RESPONSE SUMMARY
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FROM @ INTERSTATE NAUIGATION ¢

Newport
Providence
Warren
Bristol
Portsmoth
Fawitucket
Total; 24

New Yori
Westchester

Neowt York Cine
Halfinoon
Aguebogue
Port Chester
Newark
ftcaca

Total: 1

-ib)(n—l-wﬁ

e L I

5

Penn.
Berwick 1
Norristown 1

Total: 2

Florida
Orando 1
Metbourne

Total:

[ %] %

Mass,
North Attieboro 1
Boston 2
Brockton 1
Fitchburg 1
Southwick 1
Swansss 2
Warehari 1
Norfolk 1
Walpoke 1
Natick 1
Sheffisld 1
Fall River 1
Jolar: 14

Indizna
Indiaopolis 1
Musiegon 2

Total: 3

PHONE ND. : 4Blassspga?

State / City

Michigan
Lakevilie 1
Muskegon 2
Total: 3

Connecticut
Southington
Manchester

Seymour
Brstof
Totai:

[ {blt\:_x..;m

Arkansas
Jolinson
Total: 2

Kentucky
Lexingion 1
Total: 1

North Caoling
Raleigh 1
Cary 1
Total; 2

New Jersey
Brick 1
Millington 1
Lyndhurst = 1
Total:

(2]
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FrROM :

INTERSTATE NAUVIGATION ¢~ PHONE NO. : 4P14665897

Comments

“Advertise more in Newport Publications

*Difficult to find out imes on company phone number. Only stated PJ departures.

*Increase arrivals & departures,
*Softer seats

*Music

*Fast line service

*Within advertisements state * Free parking at the dockl™

*in advertising state " You have not done Newport unjess you've done the Block™

*Arcade games
*Greal crew

*Televisions
*Newport maps- should indicate area whers ferry depants with dates & times

*More signs from town
*Better concession selections
“improve bathroom facilities
“Faster ferry

"Starbucks / Ocean Roasters Coffee
*Military Discount

*Shade on top deck

*‘Magazines

*Payphones

*Make engine & hom quieter
*Leave from Providence

*Add first ciass

*Include ferry service fro mototcycles

*Arrange with RIPA & Water Taxi to transport customers to ferry in Ft. Adams,

**Bold indicates most popular responses

28 2084 B1:31aM PG



421 466593?

FROM @ INTERSTATE NAVIGATION ¢

PHONE NO.

! 4814665097

o b s

Sep. 22 2084 12:520M P1

PT. JUDITH - BLOCK ISLAND QUESTIONNAIRE : REFOSNSE SUMMARY

1) TOTAL RESPONSES:

2) BROUGHT CAR?

NO
YES
NO RESPONSE

3JAVERAGE MONEY
SPENT ON TIGKETS?

4) RIDDEN A H.S.

FERRY BEFORE7Y
NG

YES
NO RESPONSE

5) WOULD YOU HAVE

TAKEN OUR H.S.

FERRY?
’ NO

YES
NO RESPONSE

) WOULD YOU HAVE
TAKEN OUR CURRENT
OR H.S. CAR FERRY?
CURRENT
HIGH SPEED
NO RESPONSE

7)RIDDEN NEWPORT

FERRY BEFORE?
NO

. YES
NO REFOSNSE

B)WOULD YOU HAVE
TAKEN CURRENT OR
H.8, FERRY TD
NEWPORTY
CURRENT
HIGH SFEED
ND RESPONSE

422
248 59%
168 40%

5 1%
42z q00%
$50.52
216 51%
204 48%

2 0%
422 100%
263 629

L7147 35%

iz 3%
422 100%
385 o1%

24 6%

13 3%
422 100%
353 845

60 14%

9 2%
422 100%
234 55%
146 355

42 0%
422 100%

Pags 1




FrOM : INTERSTATE NAUVIGATION co - PHONE ND. : 4814655897 - Sep. 22 2op4 12:52RM P2

Pt Judith - Bloek istand Questionnaire

3 TOTAL [ RIDDEN HS] 5 wouLp you 5] WOULD YO HAVE
TICKET FERRY | HAVE TAKEN OUR | TAKEN OUR GCURRENT
HE. FERRY OR H.5. CAR FERRY?
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53aM P3

HS
HS

BOAT TGO
NEWPORT?

HS

HAVE TAKEN
CURRECT ORH.S.

FORE?

N

[

NR

BROAT

T} RIDDENR
NEWPORT

BEFQO

Sep. 22 2084 12
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OR H.5. CAR FERRY?

E)WOULD YOU HA
TAKEN DUR U

4814665897

N

HS.

HAVE TAXEN OUR

5) WOULD Yoy

]

._E!EFDRE?

PHONE ND.

FERRY

Pt. Judith - Biock Island Quastionnaire

’..
]

TICKET
PRICE?

3} TOTAL |4) RIDDEN H.5

$18.00

§1oa.00

If

CAR?

2} BROUGHT

SZE7?

1) GROUP

INTERSTATE NAUIGATION Co
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PHONE NG,

PL Judith - Block Isiand Quastionnaire

INTERSTATE NAUIGATION ¢n
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BODAT TO

STWCOT YO0
HAVE TAKEN
CURRECT OR H.&,

]

BEFORE?
N
Y

BOAT

1
! nrooey
/ NEWRDRT

URRENT

6) WOULD YOU Have
OUR C
OR H.5 CAR FERRY?
- -.c- .
c
c
G

TRAKEN

e
N
N

H.5_FERRY?

5) WOULD You
HAVE TAKEN OUR

L |4) RIDDEN 1.
FERRY
N
N
N
N
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page 1

Yes No NR
Adulis Children  Adfuits Children  Aduils Children

2
2
2 1
2
2
1
1
2 3
4 2
2
5 1
4
2 3
- 2
1
1
i
1
2
2
2
2
2
1
1
1
2
2
2
1
2 )
2 2
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3
4 3
3
. 2
2 2
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2 2
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Yes
Aduits

No
Children  Aduits
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NR
Children  Adults
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Yes ] MNo NR e3
Adults Children  Adults Children  Aduits Chidren Fas
2 2
2 2
2 2
1 2
2
18
5
s .
5
]
2
2
2
- 9
1
3 1
2
11 4
1
2 1
1
2
1
3
1
2
1
2
2
i
3
2
2
4
2
2
2
2
2
1
2
: .
1
1
2
2
1
1 1
1 10
1
2
2
3
1
2 1
2 1
1 1
2
4
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NR page 7

Yes No
Acults  Chiidben  Adults  Children Adulls  Children
4
2
3
1
1
3 1
2 2
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2
1 1
: 2 2
2
2 2
3
1
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2 1
2 1
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2
2
2
2
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