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Executive Summary

PRASA presents a strong case for investor consideration

Provision of essential water and wastewater services

— Monopoly provider

World-class management team
— Highly experienced and qualified team

— Strong succession planning

Improvements to operational efficiency

— Comprehensive programs in place to optimize production and delivery

Viable financing plan

— Strong debt service coverage

Puerto Rico Aqueduct and Sewer Authority — Page 3
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Agenda

1.

Essential Service Provision — System Overview

2. World-Class Management Team

Improvements to Operational Efficiency

e Environmental mandates addressed

e Labor and System-wide productivity improved

e Comprehensive initiatives to reduce unaccounted-for water

Capital Improvement Program

e Developed to meet regulatory requirements, enable improved customer service, provide operational
efficiencies, and satisfy long-term needs

e Malcolm Pirnie’s Consulting Engineer’s Report (CER), including assessments of physical condition, adequacy
of CIP, and financial projections

Financial Results
e KPMG unqualified audits for the years ended June 30, 2006 and 2007

e 10-year Net Revenue projections are sufficient to fund projected CIP

Plan of Finance

e Integrated plan including two bond issues

e Strong legal provisions

e Complies with Master Agreement of Trust provisions

Conclusion

e Management is fully committed and has the legal structure and ability to satisfy all of its obligations when due

e Senior Lien Revenue Bonds and Commonwealth Guaranteed Revenue Refunding Bonds warrant investor

consideration
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1. Essential Service Provision — System Overview




Background

Inception to 2004

PRASA was a well-managed public corporation from its inception through the early 1980s
e The Authority then deteriorated operationally and financially

e From 1995 to April 2004, PRASA was managed by private companies, a well intentioned initiative
which proved unsuccessful

e From the mid-1990s through FY 2005, Commonwealth provided significant annual operating and
capital subsidies

Key Bondholder Events

e 1988: Last stand-alone bond issuance

e 1994: Debt downgraded below investment grade

— Act 45 (1995) and amendments (2000 and 2004) provided for a Commonwealth guarantee of
PRASA'’s outstanding and subsequent debt obligations issued through FY 2010

e 1995: Existing debt refinanced with Commonwealth guaranteed debt

LA
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Turning Point — Commonwealth Act 92 (2004)

Act 92 reduces political influence and allows management to focus on improvements and attaining self-
sufficiency

e Modified the Authority’s organizational and operational structure
¢ Transitioned PRASA back to public sector management

e Established a nine-member Board of Directors, including distinguished and recognized professionals
from the Puerto Rico private sector

e Decentralized System Administration by creating five operating regions

e Established seven new management positions, each having a six-year appointment which insulates
management from the partisan politics tied to political cycles

— Executive President
— Five Executive Directors to manage each operating region
— Executive Director to manage infrastructure needs

LA
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System Overview — Key Facts

PRASA serves a large area with diverse topography and wide differences in population densities, managing

one of the most complex systems in the world

e Sole source of essential water and wastewater utility services in the Commonwealth
e Service area: approximately 3,500 square miles

e Elevation range: 0 to 4,400 feet

e 129 water treatment plants producing 590 MGD and 62 wastewater treatment plants processing 245 MGD

e 7,537 miles of water distribution pipelines and 4,050 miles of sewer pipelines
e 1,676 pump stations
e Service population: approximately 4 million residents plus 5 million tourists annually

e Current customers

Number of % of Population

Accounts Served
Combined Water and Sewer 729,413 55%
Water Only 530,002 42%
Total 1,259,415 97%

Source: Preliminary Official Statement (POS) Appendix II: Consulting Engineer’s Report (CER) Sections 3.1 and ES-4, and Table 7-1

Puerto Rico Aqueduct and Sewer Authority — Page 8
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2. World-Class Management Team




PRASA’s Management Structure

BOARD OF DIRECTORS

José Ortiz
Executive President!?

Efrain Acosta, Andrés Garcia,
Executive Director of Vice President
Administration and Finance I

Jerry Medina
Director, Client Service

Antonio Israel Juan Eufemio
Alberto Lazaro Matias, Hilerio, Felipe Santos, Toucet,
Executive Executive Executive Executive Executive
Director? Director?! Director? Director? Director?
INFRASTRUCTURE WEST NORTH SOUTH EAST
REGION REGION REGION REGION

1 Employed under six-year management contract, subject to renewal
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PRASA Board of Directors

A seasoned, diversified Board has been appointed under Act 92

¢ Nine members consisting of:
— Executive Director, PREPA
— Five private sector professionals, appointed by the Governor with advice and consent of the Senate

— Executive Director, Mayors Association

— Executive Director, Mayors Federation

— President, Puerto Rico Planning Board

Board
Position

Government Position

Term Ends

Eng. Jorge Rodriguez Ruiz

President

Background

Electrical Engineer

Executive Director, PREPA

Ex Officio

Sr. Luis R. Abbott Van Der Horst Vice President | Management Independent Director June 30, 2009
Sr. Gilberto Conde Roman Director Chemist Executive Director, Mayors Federation Ex Officio
Eng. José L. Diaz Cotto Director Engineer Independent Director June 30, 2010
Sr. Jaime Garcia Garcia Director Attorney Executive Director, Mayors Association | Ex Officio
Sra. Angeles Rodriguez D’Andrea Director Human Resources | Independent Director June 30, 2009
Eng. Harry Rodriguez Garcia Director Engineer Independent Director June 30, 2008
Eng. Angel D. Rodriguez Quifiones Director Engineer President, Puerto Rico Planning Board Ex Officio
Sr. Rafael L. Stella Ferrer Director Management Independent Director June 30, 2008

LA
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Management’s Key Objectives

PRASA is re-establishing customer confidence by providing water and sewer service that is consistent with
the highest standards of the industry

e Improve the system and customer service, focusing on:
— Compliance with all environmental mandates
— Implementation of a long-term plan with 15-year horizon to:
= Reduce operational and management uncertainties
= Revamp and improve operations throughout System
= Achieve compliance
= Anticipate future needs

e Transform and modernize organizational structure and culture

® Maintain and enhance financial strength

Puerto Rico Aqueduct and Sewer Authority — Page 12



3. Improvements to Operational Efficiency




Accomplishments Recognized

PRASA has received positive media and industry recognition of its performance "=
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Accomplishments Recognized (continued)

PRASA has received the Gold Award Recognition from the AMWA in 2007

ASSOCIATION OF

METROPOLI TAN
" WATER AGENCIES
"

Gold Award

for

Competitiveness
Achievement

awarded to

i t
Puerto Rico Aqueduc
and Sewer Authority
200

“AMWA'’s Gold Award-winning water systems are
pacesetters in the drinking water industry and are
meeting competitive goals for efficiency, cost of
operations and quality of service. They foster
sustainability through forward-looking plans to maintain
their infrastructure and ensure future water supplies.”

AMWA President Mark Premo, General Manager of Anchorage Water &
Wastewater Utility

“...Since 2004, the Puerto Rico Aqueduct and Sewer
Authority has undergone a radical renovation process
which includes: de-privatization; a renovated relationship
with its union; the first rate increase in 20 years;
reorganization of operations and maintenance and first
time implementation of an integrated preventive
maintenance program; the adoption of technology as the
main administrative tool; implementation of an aggressive
$2 billion five-year Capital Improvement Plan; finalization
of compliance agreements with regulatory agencies;
iIssuance of bonds for the first time in 20 years; and a
radical modification in client servicing.”

AMWA Publication dated October 23, 2007

LA
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Eliminating Uncertainties

Management negotiated two consent decrees to settle current water and wastewater regulatory issues

Recent PRASA Consent Decrees

Coverage Regulatory Agency Program Length Identified Projects?
Wastewater U.S. EPA 2006 15 years 83
Water PR DOH 2007 15 years 100

e Consent decree requirements are incorporated into long-term CIP
e Subject to three prior wastewater consent decrees with U.S. EPA (1995, 2000, and 2003)

e Regular reviews of consent decree compliance status with U.S. EPA and PR DOH

1 Does not include 81 short & mid-term EPA-mandated projects already completed and PR DOH-mandated remedial measures included in the m

Renovation and Replacement Program
Source: POS Appendix II: CER Section 6.3 Puerto Rico Aqueduct and Sewer Authority — Page 16



Labor and Productivity

Since 2002, strong management initiatives have resulted in decreased staffing and increased formal training

Improving Employee Performance
* 6,040 employees at the end of FY 2002 vs. 5,841 at the end of FY 2007
® Average training per employee increased from 3 hours in 2005 to 16 hours in 2007
e Working conditions have been enhanced

Labor Relations
e Improved relations with workforce
— Contract not yet executed, but financial terms are negotiated, and PRASA is abiding by them

¢ In the unlikely event of a strike, well-established protocols and logistics for the assumption by
management of key and essential operational functions and responsibilities allow the System to
continue operations

— 2004 strike (84 days) had no significant impact on service provided to customers

1 Employee headcount at the end of FY 2007 includes 509 temporary employees hired mainly to assist with collections and other operational matters m
Sources: POS Appendix Il: CER Section 2.4.5 and Table 5-2 Puerto Rico Aqueduct and Sewer Authority — Page 17



Reduction of Unaccounted-for Water

“The significant amount of unaccounted-for water illustrates the potential opportunity available to increase
revenues and decrease expenses as a result of the initiatives to reduce unaccounted-for water.”t

Establish Accurate Production Measurements
¢ Planned improvements to meters at water production facilities in two phases
— FY 2008: 26 largest facilities (80% of total production)
— FY 2009-2012: 52 additional facilities (16% of total production)

Replace Customer Meters and Increase Readings
e System-wide program to replace all customer meters
— January 2005 — June 2007: 370,000 replaced (26.8% of total)
— Projected by end of FY 2010: 144,000 additional replacements
e 87% of meters are now read, compared with 73% two years ago

Water Accountability Pilot Program
e Address high percentage of unaccounted-for water and initiate field test mitigation strategies
e 25,000 residential customers tracked across five service areas island-wide

e Preliminary results suggest approximately 10% of water meter locations go unbilled due to water theft,
absence of customer billing data, and similar factors; this translates up to an estimated $43 million of
annual foregone revenues

1 POS Appendix Il: CER Section E.8.6 m

Source: POS Appendix II: CER Sections 3.2.8.1, 4.9.1, and 7.4.2, and Table 5-9 Puerto Rico Aqueduct and Sewer Authority — Page 18



Reduction of Unaccounted-for Water (continued)

Pressure Optimization
e Improve and balance distribution of water among customers through a hydraulic model
e Minimize pipeline breakage and leaks to reduce operating costs (chemicals, electricity, maintenance)
® Reduce deficient sectors and claims
e Optimize System transmission and facilities usage

Leakage Reduction
e Considerable reduction in leak repair response time
* Reported leaks outstanding have been reduced and maintained at more acceptable levels

1994 1999 2005 2007
Reported Leaks Outstanding 33,000 9,000 3,500 1,040
% of Reduction 73% 61% 70%

Cuts to Clandestine Connections
e Clandestine connection initiatives implemented to encourage voluntary compliance

¢ |f necessary, legal action against illicit connections is pursued

LA
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Service Suspensions

PRASA has the right to suspend service to delinquent accounts

¢ Invoicing of suspended service continues until Monthly Service Suspensions
the account becomes current or inactive

¢ For clandestine connections:
— Past water usage is estimated and billed

— A water meter is installed and regular billing
commences

— Administrative expenses must be paid

e Service reconnection requires: 20000 |
— Full payment of outstanding invoice 25000
$10 reconnection fee 20,000 -

— Installation of an antitheft device 15000 7

e Higher level of service suspensions is the result of:
— Greater enforcement
— More delinquencies after rate increases

35,000 -

10,000 -
5,000 -

Q©9bbgb(b(b/\/\/\/\/\/\/\’\/\/\/\

$ IO S S AN S
¥ 3
RSk S P& Q'o* RN Ry &
[ Payment Delinquencies — Clandestlne Connections
—a— Service Reconnections
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4. Capital Improvement Program




Capital Improvement Program

The CIP is sufficient to meet regulatory requirements, enable improved customer service, provide
operational efficiencies and satisfy long-term needs

Expenditures by Project Category Total FY Total FY
($in MM) FY2008 FY2009 FY2010 FY 2011 FY 2012 2008-2012 2013-2017
Mandatory (Consent Decrees, Administrative Orders, $278.1  $243.2  $197.6  $141.4  $1184|  $9787|  $591.0
Agreements)

Non-Mandatory Compliance 80.1 80.9 75.8 55.1 30.5 322.4 409.1
Non-Mandatory Quality, Eficiency, Reliability & 88.8 1428 1242 1080  106.6 570.4 760.3
Redundancy

Non-Mandatory Growth 38.6 19.5 12.5 6.9 13.2 90.7 185.0
Non-Mandatory Other 4.0 3.6 4.8 3.5 5.7 21.6 23.0
Total $489.6 $490.0 $414.9 $314.9 $274.4 $1,983.8 $1,968.4
Mandatory 56.8% 49.6% 47.6% 44.9% 43.1% 49.3% 30.0%
Non-Mandatory 43.2% 50.4% 52.4% 55.1% 56.9% 50.7% 70.0%

Source: POS Appendix II: CER Table 6-2 m
Preliminary projections; subject to change

Calculations may not add and may differ from CER due to rounding Puerto Rico Aqueduct and Sewer Authority — Page 22



Capital Improvement Program — CER Conclusions and Findings

The CER has concluded the CIP is adequate and appropriately managed

e PRASA's Infrastructure Team with Program Management Consultants and Regulatory Agencies (when
applicable) actively:

— Patrticipates in project planning and designing phases

— Provides support in the project development process

— Oversees compliance with Consent Decrees, and

— Searches for innovative solutions to comply with regulations

¢ Planned CIP along with O&M initiatives are in alignment with System needs
e Continuous revisions to and validation of the CIP to ensure PRASA meets its customers’ needs
e C(Classification and prioritization processes allow for an organized and systematic management of the CIP

e CIP complies with commitments to regulatory agencies

“Once implemented as planned, [the CIP and O&M] initiatives are expected to result in significant
improvement in the performance of the System, including substantial advances towards complying
with regulatory requirements.”

LA
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5. Financial Results




Customers and Consumption Trends

Water service profile provides a stable revenue stream

e Customer base is primarily residential, which is the basis for revenue FY 2007 Consumption
stability Distribution
Government
. . . . . . . 9%
e Water demand is relatively inelastic; minor decrease in water consumption Industrial

since FY 2006, despite a 128% cumulative increase in water rates 3

Commercial

12%

Residential
Customer Class 76%
CAGR CAGR
Accounts FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 2002-2006 FY 2007 2002-2007
Residential 1,103,661 1,129,246 1,145,963 1,161,350 1,173,040 1.54%| 1,178,677 1.32%
Commercial 62,748 65,517 67,375 68,093 68,396 2.18% 67,560 1.49%
Industrial 1,523 1,530 1,528 1,533 1,526 0.05% 1,472 -0.68%
Government 10,820 11,086 11,033 11,584 11,688 1.95% 11,706 1.59%
Total 1,178,752 1,207,379 1,225,899 1,242,560 1,254,650 1.57%| 1,259,415 1.33%
Residential 248.4 255.1 261.4 260.7 265.7 1.70% 263.1 1.16%
Commercial 39.4 41.0 47.1 46.4 45.9 3.89% 42.7 1.63%
Industrial 13.3 13.6 14.4 12.5 12.1 -2.25% 11.9 -2.27%
Government 37.5 38.1 35.4 35.8 35.6 -1.26% 32.7 -2.73%
Total 338.6 347.8 358.3 355.4 359.4 1.50% 350.3 0.68%

Sources: POS Appendix II: CER Sections 7.2 and 7.3; PRASA for FY 2002 and FY 2003 m

Calculations may not add due to rounding Puerto Rico Aqueduct and Sewer Authority — Page 25



Financial Operations — 2005 through 2007

Responsibly, management has substantially increased Net Revenues to reflect operational costs and cover
debt service

e FY 2007 Base Charges represent approximately 35% of total service charges

e Reliance on Special Assessments (developers’ contributions) is less than 2% of revenues

Percent Percent
FY 2005 FY 2006 Increase FY 2007 Increase

($in MM) Audited Audited (2005-2006) Actual (2006-2007)
Rate Revenues’

Base Senice Charges $317.5 $197.0 -38.0% $243.7 23.7%

Consumption Charges - 242.9 N/A 442.4 82.1%

Other Income 8.6 12.4 44.2% 12.6 1.4%

Special Assessments 11.9 12.0 0.8% 14.6 21.6%

Investment Income - - -

Total Revenues $ 338.0 $ 464.3 37.4% $713.2 53.6%
Operating Expenses?

Payroll and Related $ 276.2 $301.9 9.3% $ 320.7 6.2%

Electric Power 85.5 113.9 33.2% 110.8 -2.7%

Chemicals 20.8 25.0 20.2% 28.7 14.8%

Superaqueduct Service Contract 16.7 22.4 34.1% 20.6 -8.0%

Insurance 10.7 9.4 -12.1% 12.7 35.1%

Other Expenses (contingencies, admin.) 165.5 133.1 -19.6% 138.8 4.3%

Total $ 575.4 $ 605.7 5.3% $ 632.3 4.4%

Capitalized Operating Expenses (32.3) (35.9) 11.1% (41.1) 14.5%

Total Operating Expenses $543.1 $569.9 4.9% $591.1 3.7%
Net Revenues Available for Debt Service ($ 205.1) ($ 105.6) $122.1

1 Revenues stated on cash-basis and do not match CER, which is on accrual basis
2 Expenses stated on accrual-basis, which approximates cash-basis
Calculations may not add due to rounding

LA
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2007 vs. 2008 Comparison and Year-to-Date Results

First quarter Net Revenues for 2008 are well above those of the first quarter of 2007

FY 2007 FY 2007 FY 2008 FY 2007 Q1 FY 2008 Q1

($in MM) Budget Actual Forecast* Actual Actual! Variance

Rate Revenues®

Base Senice Charges® $ 256.9 $ 243.7 $ 255.9 $62.3 $72.6 $10.3
Consumption Charges? 477.1 442 .4 490.0 93.4 104.4 11.0
Other Income 10.0 12.6 13.0 2.7 2.6 (0.1)
Special Assessments 12.0 14.6 15.0 4.0 3.9 (0.1)
Investment Income - - 1.0 - - -

Total Revenues $ 756.0 $713.2 $774.9 $162.4 $ 183.5 $21.1

Operating Expenses®

Payroll and Related $318.3 $ 320.7 $327.6 $78.8 $78.5 ($0.3)
Electric Power 110.0 110.8 114.7 27.5 29.3 1.8
Chemicals 21.8 28.7 29.0 7.9 6.3 (1.6)
Superagueduct Senice Contract 22.2 20.6 21.0 5.0 5.2 0.2
Insurance 11.1 12.7 14.1 2.8 3.5 0.7
Other Expenses (contingencies, admin, etc.) 141.8 138.8 150.5 33.8 35.3 1.5
Total $625.2 $632.3 $ 656.9 $ 155.8 $ 158.1 $23
Capitalized Operating Expenses (40.6) (41.1) 42.7) (10.1) (10.3) 0.1)
Total Operating Expenses $ 584.6 $591.1 $614.2 $ 145.7 $147.8 $2.2
Net Revenues Available for Debt Service $171.4 $122.1 $ 160.7 $16.7 $35.7 $18.9
1 Unaudited

2Revenues stated on cash-basis
3 Budgeted Estimates for Base Service Charges and Consumption Charges are 35% and 65%, respectively, of total charged revenues; all post-collection

adjustments to actual revenues are reflected mainly in Consumption Charges
4 Expenses stated on accrual-basis
* Preliminary; subject to change
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Future Rate Adjustments and Increases

Management’s demonstrated willingness to strengthen PRASA'’s financial condition is evidenced by the
recent two-step base rate increase

e Board has the sole authority to set rates after a mandatory public hearing process; no legislative action
Is required
e 2005 Rate Resolution

— Two-step rate increase (October 2005 and July 2006) by an aggregate of 128% to cover projected
O&M and debt service/ reserve costs

— Beginning in July 1, 2009, rates can be adjusted by up to 4.5% per year to provide revenues to
cover O&M costs, pay debt service, and maintain required reserves, without public hearings

— Rate adjustments are capped at 25% (cumulative)
— Includes Commonwealth Guaranteed and Supported Obligations that fall below subordinate lien

e Master Agreement of Trust includes a standard rate covenant obligating PRASA to set its rates so that
Net Revenues are sufficient to cover all obligations, including Commonwealth Guaranteed and
Supported Obligations

LA
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Projected Revenues

Modest growth in accounts and usage will be supplemented by rate adjustments
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FY 2008 FY 2009 FY 2010 FY2011 FY2012
Base Service Charge * m Consumption Charges m Other Income Investment Income
Projections FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Annual Rate Adjustments -- -- 4.5% 4.5% 4.5%

1 Service Revenues net of Subsidy and Reserve for Uncollectibles
Preliminary projections; subject to change

Source: POS Appendix Il: CER Executive Summary, Exhibit 1 — Management’s Base Case  Puerto Rico Aqueduct and Sewer Authority — Page 29



Projected Operating Expenses

Expense increases are driven by controlling payroll and by a 2% growth assumption for power costs
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FY 2008 FY 2009 FY 2010 FY 2011 FY2012
Payroll and Related m Electric Pow er Chemicals m Superaqueduct m iInsurance m Other Expenses
Projections FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Annual Growth Rate 3.9% 2.8% 2.4% 2.3% 2.1%
Note: Chart and table include capitalized expenses recoverable from CIP
Preliminary projections; subject to change
Source: POS Appendix II: CER Executive Summary, Exhibit 1 — Management’s Base Case Puerto Rico Aqueduct and Sewer Authority — Page 30



Pro Forma Revenues and Operating Expenses

The compound annual growth rate for revenues is projected to rise sufficiently to cover increases in O&M
and provide Net Revenues sufficient to pay debt service

FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 CAGR

($in MM) Projected Projected Projected Projected Projected 2008-2012

Rate Revenues*

Base Senice Charges? $ 255.9 $ 268.7 $282.1 $ 296.2 $311.0 5.0%
Consumption Charges 490.0 479.8 531.0 564.2 597.0 5.1%
Other Income 13.0 13.0 13.0 13.0 13.0 0.0%
Special Assessments 15.0 20.0 20.0 20.0 20.0 7.5%
Investment Income 1.0 4.8 5.8 6.7 8.3 69.7%
Total Revenues $774.9 $ 786.2 $851.9 $900.1 $949.3 5.2%

Operating Expenses®

Payroll and Related $ 327.6 $338.4 $346.1 $352.9 $ 358.5 2.3%
Electric Power 114.7 117.0 119.3 121.7 124.2 2.0%
Chemicals 29.0 29.3 30.3 314 32.4 2.8%
Superaqueduct Senice Contract 21.0 21.7 22.4 23.1 23.8 3.2%
Insurance 14.1 14.3 14.6 14.9 15.2 1.9%
Other Expenses (contingencies, admin.) 150.5 154.6 158.8 163.1 167.5 2.7%
Total $ 656.9 $675.3 $691.5 $707.1 $721.6 2.4%
Capitalized Operating Expenses (42.7) (43.9) (44.9) (46.0) (46.9) 2.4%
Total Operating Expenses $614.2 $631.4 $ 646.6 $661.0 $674.7 2.4%
Net Revenues Available for Debt Service $ 160.7 $154.8 $ 205.3 $239.1 $274.6 14.3%

1 Revenues stated on cash-basis
2 Subject to final determination of Board of Directors Rate Resolution

3 Expenses stated on accrual-basis, which approximates to cash-basis
Preliminary projections; subject to change m
Calculations may not add and may differ from CER due to rounding

Source: POS Appendix Il: CER Executive Summary, Exhibit 1 — Management's Base Case Puerto Rico Aqueduct and Sewer Authority — Page 31



6. Plan of Finance




Plan of Finance

The proposed plan of finance includes simultaneous bond issuances

Bond Series

e Senior Lien
— $1,300,000,000* Revenue Bonds, Series A (Federally Tax-Exempt)
— $22,000,000* Revenue Bonds, Series B (Local Puerto Rico Offering)

e Guaranteed by the Commonwealth of Puerto Rico
— $161,575,000* Revenue Refunding Bonds, 2008 Series A (Federally Tax-Exempt)
— $125,350,000* Revenue Refunding Bonds, 2008 Series B (Local Puerto Rico Offering)

Principal Uses of Proceeds!

e Senior Lien Bonds
— Refinance certain outstanding interim financings
— Pay a portion of the cost of the Authority’s CIP
— Fund deposits into the Senior Debt Service Reserve Account and Capitalized Interest Account

e Bonds Guaranteed by the Commonwealth of Puerto Rico
— Fund Escrow Deposit for Refunding of Series 1995 Bonds

* Preliminary; subject to change m

! Proceeds of the bonds will also be used to pay costs of issuance Puerto Rico Aqueduct and Sewer Authority — Page 33



Master Agreement of Trust — Flow of Funds

Under the Master Agreement of Trust, Net Revenues are deposited to the Deposit Fund and used as
depicted below

Deposit Fund

1 i
Senior Debt Service and Senior DSRF
Replenishment

Series 2008 Bond Issue

Senior Subordinate Debt Service and
Senior Subordinate DSRF Replenishment

1 1

Subordinate Debt Service and
Subordinate DSRF Replenishment

| |

Term Loan

None currently

Operating Reserve Fund

(90 days of Current Expenses/GDB Line of Credit)
Capital Improvement Fund

(deposits as required by Consultant or Annual Budget)

Liquidity Funds

Series 1995 Bonds (and 2008 refunding), State Revolving

Commonwealth Payments Fund Fund (SRF) and Rural Development (RD) Debt (parity)
Series 2001 and 2004 PFC Bonds
] !

Rate Stabilization Account
(deposits as required by Annual Budget)

Surplus Fund

LA
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Master Agreement of Trust — Covenants

The Rate Covenant and Additional Bonds Tests provide ongoing bondholder security

Rate Covenant

e Revenues shall be sufficient in each fiscal year to pay current expenses and annual debt service on
all indebtedness under the Master Agreement of Trust, including debt service on Commonwealth

Guaranteed and Supported Obligations
e Net Revenues shall equal or exceed

I. 120% of annual debt service on Senior Indebtedness for such Fiscal Year, and

ii. 110% of annual debt service on Senior Indebtedness and Senior Subordinate Indebtedness
e Failure to meet Rate Covenant gives bondholders the right to force PRASA to comply

Additional Bonds Tests
e The Authority may issue Additional Bonds at any lien level, subject to satisfying the appropriate tests

e Net Revenues for 12 consecutive months out of the 18 prior months, adjusted for changes in
approved rates, must exceed the MADS (including debt to be issued) of:

i. If Senior Bonds: 120% * (Senior + new debt)
ii. If Senior Subordinate Bonds: 110% * (Senior and Senior Subordinate + new debt)

iii. If Subordinate Bonds: 100% * (Senior, Senior Subordinate, and Subordinate Bonds + new debt +
replenishments of all required reserves)?!

LA
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Debt by Lien Level and Covenant Protection

Authority bondholders’ and lenders’ rights to payments from Net Revenues are senior to Commonwealth

Guaranteed and Supported Obligations

Commonwealth Guaranteed and Supported Debt
e PRASA will budget for and pay this debt

e The debtis included in the Rate Covenant and is payable after subordinate lien debt and the

replenishment of operating reserves under the Master Agreement of Trust
e Failure to pay Commonwealth Guaranteed Indebtedness or Commonwealth Supported Obligations

iIs NOT an Event of Default

e If Net Revenues are insufficient to pay this debt, the Commonwealth remains obligated to pay it

Outstanding Included in
Par Included in  Additional Bonds Failure to Pay as

Lien Level Debt Secured ($in MM) Rate Covenant Test Event of Default
Senior 2008 Senior Bonds ! $1,321 Yes Yes Yes
Senior . Bank Term Loan 2 250 Yes Yes Yes
Subordinate
Subordinate none - Yes Yes Yes

2008 Refunding of PRASA Series 1995 Bonds * 287
Commonwealth
Guaranteed RD Bonds (thru Federal Program) 2 242 Yes No No
Indebtedness

SRF Program Loans 2 257
Commonwealth
Supported Series 2001 and 2004 PFC Bonds 2 361 Yes No No
Obligations
Surplus Fund RD Line of Credit 2 60 No No No

! Outstanding par after issuance of 2008 Bonds. Preliminary; subject to change
2 Debt to remain outstanding after 2008 issuance. Balances as of December 31, 2007
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Pro-Forma Debt Service Coverage

Projected debt service coverage on Senior Debt ranges from 4.48 to 1.43 from FY 2008 through FY 2012

FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Revenues $774.9 $786.2 $851.9 $900.1 $949.3
Expenses (614.2) (631.4) (646.6) (661.0) (674.7)
Net Revenues $160.7 $154.8 $205.3 $239.1 $274.6
PRASA Revenue Bonds
Senior Debt* $35.9 $36.7 $95.1 $119.7 $191.7
Coverage (1.20x) 4.48 4.21 2.16 2.00 1.43
Senior Subordinate Debt $15.9 $17.9 $17.9 $17.9 $-
Coverage (1.10x) 3.10 2.83 1.82 1.74 1.43
Subordinate Debt? $- $- $ - $3.9 $7.4
Reserve Payments $0.3 $1.1 $1.1 $1.1 $1.1
Coverage (1.00x) 3.08 2.78 1.80 1.68 1.37
PRASA Subordinated Obligations
Commonwealth Guaranteed Debt® $42.4 $50.8 $57.9 $57.9 $56.7
Coverage (1.00x) 1.70 1.45 1.19 1.19 1.07
Commonwealth Supported Debt $54.5 $27.2 $27.2 $27.7 $13.4
Coverage (1.00x) 1.08 1.16 1.03 1.05 1.02
Total Debt Service $148.9 $133.8 $199.3 $228.3 $270.4

1 Debt service is net of capitalized interest on the 2008 Senior Bonds and Future 2009-2011, 2013, 2015-2016 Bond Issuances

2 Projected SRF Borrowings
3 Existing RD and SRF debt and 2008 Refunding of Series 1995 Bonds m
Preliminary projections; subject to change. Calculations may not add due to rounding

Source: POS Appendix II: CER Executive Summary, Exhibit 1 — Management’'s Base Case Puerto Rico Aqueduct and Sewer Authority — Page 37



Pro-Forma Debt Service Coverage (continued)

Projected debt service coverage on Senior Debt ranges from 1.48 to 1.32 from FY 2013 through FY 2017

FY 2013 FY 2014 FY 2015 FY 2016 FY 2017
Revenues $999.9 $1,053.2 $1,109.2 $1,163.9 $1,218.6
Expenses (695.3) (716.5) (738.3) (760.8) (784.1)
Net Revenues $304.7 $336.7 $370.8 $403.0 $434.5
PRASA Revenue Bonds
Senior Debt! $ 205.9 $241.9 $ 267.0 $ 300.0 $328.2
Coverage (1.20x) 1.48 1.39 1.39 1.34 1.32
Senior Subordinate Debt $- $- $- $- $-
Coverage (1.10x) 1.48 1.39 1.39 1.34 1.32
Subordinate Debt? $10.4 $13.2 $16.1 $18.9 $21.8
Reserve Payments $1.3 $1.4 $1.4 $1.5 $1.5
Cowverage (1.00x) 1.40 1.31 1.30 1.26 1.24
PRASA Subordinated Obligations
Commonwealth Guaranteed Debt® $56.7 $56.7 $56.5 $55.8 $55.5
Coverage (1.00x) 1.11 1.08 1.09 1.07 1.07
Commonwealth Supported Debt $20.3 $21.0 $21.4 $21.7 $22.2
Coverage (1.00x) 1.03 1.01 1.02 1.01 1.01
Total Debt Service $294.6 $334.2 $362.4 $397.9 $429.2

1 Debt service is net of capitalized interest on the 2008 Senior Bonds and Future 2009-2011, 2013, 2015-2016 Bond Issuances

2 Projected SRF Borrowings
3 Existing RD and SRF debt and 2008 Refunding of Series 1995 Bonds m
Preliminary projections; subject to change. Calculations may not add due to rounding

Source: POS Appendix II: CER Executive Summary, Exhibit 1 — Management’'s Base Case Puerto Rico Aqueduct and Sewer Authority — Page 38



Finance Schedule

PRASA plans to be in the market early March

February 25:

March 3:

March 6:

March 18:

Print POS

Institutional Investor Call

Bond sale

Bond closing
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7. Conclusion




Conclusion

Bondholder protections and a sound financial plan provide the basis for investor consideration

e Board of Directors has the sole authority to set rates and has demonstrated a willingness to
Increase rates with a two-step rate increase for the first time in 20 years

e Comprehensive legal provisions protect bondholders: Rate Resolution, Rate Covenant, Additional
Bonds Test, and debt service and operating reserve requirements

e Debt structure provides significant support for Senior Lien Bonds, as Commonwealth Guaranteed
and Supported Obligations are paid only after Senior Lien debt service

e Well-managed monopoly provider of essential water and wastewater services

LA
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Conclusion (continued)

Through capable management, PRASA provides essential public services of potable water distribution and
wastewater treatment

e Visionary and result-oriented management team has reshaped and reformed the Authority, re-
established customer confidence, and was recognized by the Association of Metropolitan Water
Agencies with a 2007 Gold Award for excellence

e The adoption of Act 92 in 2004 insulates PRASA’s management from political influence, providing
Management the opportunity to focus on financial self-sufficiency

e Management continues to improve service levels and streamline operations

— Management has improved its relationship with the unions, implemented significant efficiency and
performance measures, integrated preventive maintenance program, and implemented initiatives to
improve collections and eliminate illegal hookups through increased service suspensions

e Complying with all requirements of the consent decrees

e Capital Improvement Program will meet regulatory requirements, provide operational efficiencies
and satisfy long-term needs

— CER concludes that the CIP and O&M initiatives have begun to demonstrate “significant improvement
in the performance of the System, including substantial advances towards complying with regulatory
requirements”

LA
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