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World Wide Tendencies for Water Partnerships

Challenges facing Cities today Water Partnership Models

Modernization of water systems and Specialized Service Delivery:
capacity to attract needed talent — Billing & Customer Service
Multiple stakeholders and citizens

awareness. Demand for greater — Smart Metering

transparency and accountability — Non-Revenue Water

Complex technology to meet new Improvement

regulations — CSO Management and Control
Demand for better Environmental

Performance — Energy Management

— IT Solutions for Smart Cities

Private operators value added _ _ _
Public-Private O&M Outsourcing &

Ability to manage complex situations Alliance Partnering Contracts
based on broad range of experience

Cost-effective solutions BOT/DBO'’s for greenfield Water,
Knowhow of advanced technologies Wastewater and Biosolid projects

Cost efficient OPEX/CAPEX approach

Ability to attract private financing Concessions and Leases



Choosing a Contract Model to Meet a City’s Objectives
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Alliance Partnering
Contract

O&M Outsourcing
Contract

Concession / Lease

You want world-class know-how
provided in an integrated manner

to solve your operational needs

You want to keep responsibility
for operation AND benefit from
expertise of the private sector

You want to share responsibility
for managing your utility and pay
a fixed fee, combined with an
incentive for performance

You want to delegate full
responsibility for operation &
maintenance (O&M)

You want reliable operation
coupled with funding of future
capital needs & refinancing of
City’s debt to improve credit
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After decades of neglect, investment can no
longer be deferred in many U.S. cities....
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$1.3 trillion to upgrade our

over the next 25 years

water & waste water systems
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.. municipalities need creative alternatives

to meet America’s water challenge!



Suez Environnement North America (SENA):
Organized to meet Market Needs
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Tailoring contractual services to meet market needs

Economic
Development
& Job
Creation

Employee
Training &
Operational
Best
Practices

Adding private capital

Rate/ Tariff Asset
Predictability ¥ Management
& Stability & Protection

Community  Compliance

Relations &  Expertise &
Customer Environmental
Care Stewardship

O & M related

Debt
Reduction &
Credit
Enhancement

Operational
Efficiencies
& Technical
Capability



All these elements together
create our SOLUTION™

Adding private capital
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Our Solution™
IS an Innovation in the U.S. water sector.
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"This really is an innovative approach, but I'm afraid
we can't consider it. It's never been done before."
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Bayonne’s challenges and objectives

Challenges

o

Objectives

Deeply leveraged — beyond
underlying value of assets

History of deferred investment
In system assets

Credit quality problems: city
needs funds for other services

Difficulty attracting qualified
staff to manage the utility

Mechanisms for guaranteed
capital improvements

Improve asset condition and
customer service

Strengthen balance sheet and
leave the Bayonne Municipal
Utility Authority (BMUA) debt
free

Steady and predictable rate
rises for consumers

Maintain utility jobs and
iImprove staff training
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Public officials in Bayonne had some questions...

CONCERNS RESOLUTIONS

Who owns system City retains s_ystem
ownership

Governance and
operational standard
setting

Vague operational and
technical standards

Lose control over rates Rates set by formula

Maintains authority jobs

Impact on jobs

local job opportunities

Oversight of funding
‘Windfall’ to concessionaire
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No excess revenues



Long-term contract provisions provide
customers greater reliability and stability

ﬁRevenue path’ approach limits rate increases, prevents \
windfall profits, and provides flexibility to guarantee

ongoing investment

Actual Revenue

wW  Capital investment
la ; reduces risk of
§ & service disruption

and protects the
environment

Improved system
efficiency reduces
operating costs




Upfront payment, eliminated
$125M of BMUA debt

Capital investment to modernize
water, sewer and storm water
system of $107M over 40 years

Just 3 months after closing,
Moody’s Investors Service
upgraded City’s credit outlook.

<<= Moody’s Investors Service

"——= Global Credit Research

‘The stable outlook reflects the city's
recent progress in reducing its debt
burden through the lease-sale of the
MUA operations...’

Bayonne Mayor Mark A. Smith

Bayonne’s mayor said that this transaction helped
the city earn its first credit upgrade Iin 5 years



Major Progress Over the First Year of Contract ,@

Full GIS of Water and Sewer Systems
Fixed Network AMI System installed
Asset Management System installed
Cleaned >28,900 feet of sewer main
Cleaned & flushed >10,300 of water main

1,500+ hydrants inspected, 400+ valves
exercised

>2,500 hours of employee training

Operational & safety improvements to CSO
netting chambers — 75 tons collected

New protective equipment including hard
hats, boots, gloves & other safety essentials

Office improvements & new vehicles to
meet health & safety standards

Comprehensive study of City’s water
infrastructure system underway to develop
long-term asset management plan




It took bold champions in Bayonne to take

these first steps Iin using private capital to
Invest In America’s water infrastructure.

‘“&, K ‘K

"I can feel it! We're about to make a huge breakthrough."”



Key Transaction Take-Aways

O Set Realistic Goals
— Risk Allocation
— Rate Increases
— Capital Needs

— Avoid Trying to Solve
Unrelated Problems

O Prepare Extensive

Due Diligence

— Quality Due Diligence
Package

— Tie Up Loose Ends

O Engage Experienced
Professional Team

— Engineering, Financial &
Legal

O Engage Stakeholders
— Employees, Users, Officials

Municipal Authority

EQUITY

Concession

Private equity

partner

Joint venture (LLC)

United Water

O&M

United Water

Capital
projects as
required

Elements of the transaction structure

Consortium
of lenders



Jim Perron
Director, Project Development
United Water
(317) 590-1383
jim.perron@unitedwater.com

Thank You
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Degradation of rivets on 48” aqueduct




The City of Bayonne

The City of Bayonne lies
In the heart of the Port
of New York and New
Jersey

Traditional distribution, & laney Ory e |t &

Wan Vorst
Tonp=tlp New York

manufacturing, o S s ek e
healthcare and port & T
activities remain Y 7 o

Important to the city’s PG G I R
Newark .'_z, B > 7 5 - ‘: _ . ¢ _‘5— Park
economy Crmme o TEIRSE Y fin
- Golf Club_ o
"] I - . ii;u’ oy
Sunset Park P



Bayonne’'s water system

More than 96 miles of
mains including valves,
fire hydrants etc.

Water supplied from the
North Jersey District
Water Supply
Commission’s Wanaque
and Monksville reservoirs

Total system capacity is

17.6 MGD and on average

uses 8.5 MGD
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Bayonne’s sewer system

Oak Street Pumping
Station pumps flows to

Iford - H_ﬂfll‘!apn Wiola Spring valley - Briarcliff Pleasantville
h - II Ringwood -Suffern Valley 'Cottage Manor Thommwood ! _
the Passaic Valley R e M
e Ramapo : Tamytown'  valhalla 3
- - Hranaque Mountain N
Sewerage Commission by .. ca ettt P |
g y N E Franklin & g YRl ;
. Oakiand LAKES - ok R
a force main S e k8 N Ll
y Westwood
Peguannock Ricgewoad Harrison
Township Glen Rock Easichester
Fair Lawn Faramus i/ Mamar
Wayne Patilson Bergenfield ankers Mew
SBﬁdch: - Mt Vernon Rochelle
- - o Totowa Elmwood Gt Teaneck n
fotal system capacity is @ 5 s oo [

Facility Fort Lee

17.6 MGD; average daily ="

{mpoven West Great Meck

West Little Fq PVSC lassaic @ ‘E‘T‘a

Bergen 74"
dry weather flow 8.3 MGD = ™= % | @
. East Crange a &MY | Force Main ity

(=) D Morih New

o Irvington Hlevirk ~ A fﬁj Hyde Park
mit b York L Garo
Union  Hilisige / o e Elmont Fra
Township i 278 Sq

- Elizabeth T Valley

Capacity to pump 40MGD . e et -1y o
Map Jate Ralls Gos

during wet weather %

PVSC Water Pollution Control Facility (Newark)
events caused by
combined sewers



M

; Bayonne Aqueduct Vlew

GI\S I\/Iap

Qf Wate\r\ Syste m

o ——

1 |nch 2, 300 feet

Bayonne City View

,f'
Y
’J'
. &
4 /
// AL
// 3 . .'__f
R 4
A /
4 s .
= ] .
A /
A — T TH |

Lill L 1 inch = 950 feet

oz

United Water annnni_e_
Water Distribution System

o

Page

of Sewer S)gstem

GIS Map

"\),/ . ; -V'.
- ~ ) (M
S 207 M
S -
|
i b; : (/ F
7 b3 ]
/ r— Ry 3
T~ R e\
/'\\‘ & M
SGAS L
I L=
= /t L[l

1 inch = 1,000 feet

] Lo < Wit Mt

%
il
H
=41
g g
2 8
oy w»
-j. ‘?;\
§i 5
=il 2
2!l w
El
Si
B
]
Page




H g

Concession Agreement — Risk Allocation

Revenue

= No volume risk due to contracted Revenue Requirement set out for the term of the Concession Agreement
= A rate adjustment mechanism will be applied to ensure the defined Revenue Requirement is maintained

= Such rate adjustments will occurannually and will be bi-directional

= |ssueris not dependent upon regulatory approval for rate base adjustments typical of a regulated utility

Underperformance of Revenue

Rate Increases to = Waterrates are comparable to other municipalities and sewer rates are considerably lower
Unsustainable Levels = Rate growth stipulated in the Concession Agreement is below the historical rate growth in NJ

= Customer growth in New Jersey has grown steadily over the past 40 years and are expected to show even
higher levels of growth in Bayonne from various developments in the region

Usage Risk
e = |n the event that usage actually decreases, there are contractually protected rate adjustments to ensure
payment to the Concessionaire according to the Revenue Requirement
= 93% of customers are residential and spread over 11,000+ accounts, limiting counterparty risk
Counterparty Risk = Residents of Bayonne are relatively affluent, with a median household income 12% greater than the national

average

= Collections are expected to increase from the installation of the new metering system
= Secured by the BMUA’s obligation to remit proceeds of annual lien sales for unpaid bills

Collections Risk

Supply Risk * Quantity and quality of water supply is guaranteed by the Authority

Inflation = 30% of revenue is inflation linked which provides alignment between revenues and costs



H g

Concession Agreement — Risk Allocation

Costs

= United assumes the risk of increased costs of the Base Capex program
CapexIncreases , , , , , ,
= Any divergence in ongoing capex from the agreed upon threshold results in a true up in the following year

= Costs are either pass-through to rate payers, covered by United under a fixed price contract, fixed amount as

Opex Increases . . . :
P per the Concession Agreement or represent relatively small overhead and administrative costs

= Large supply of companies with the financial strength and operational expertise to manage the System

O&M Contract Terminated = Robust replacement and operating cost sensitivities

= “Safety valves” kick in if pass-through costs or volumes are below certain levels during the rate freeze period

Liquidity Issues = Availability of a $10.0 million revolving credit facility, a $6.5 million rate stablization payment amount, and
$5.0mm of cash on the balance sheet will mitigate any short term liquidity risk

Contractual

= Significant termination compensation available in the event of a Concessionaire or Authority default
= |n both cases the termination payment must be at least the debt, accrued interest and make-whole

= BMUA has no significant payment obligations as revenue shortfalls are passed through to rate payers under

e the rate adjustment mechanism

Default
= Termination payment would be funded by proceeds of a re-concession or a BMUA debt issuance
= A Deficiency Agreement between the City of Bayonne and the BMUA will be maintained throughout the life of
the Concession which will allow the BMUA to issue bonds back by the City to pay termination payments
Other
Pension and Labour = No material pension or labor liabilities

Envi al =  United operates 100+ systems under contract and also owns and operates utilities in 8 states
nvironmenta
= United has neverhad a contract terminated because of an environmental concern



United Water’'s SOLUTION  is gaining
recognition

Wate: R
. . telli
Received New Jersey Alliance for S
Action Distinguished Engineering '

Award, May 2013

Voted by peers as ‘Partnership of the
Year’ at the American Water Summit
2012 for having delivered “the most
dramatic improvement in service and
customer value in the three most
recent years”

CLINT/
GLOB

Featured at the 2012 Clinton Global - D} INITIAT

Initiative as an “innovative
partnership which meets one of the
world’s most pressing challenges”



http://www.clintonglobalinitiative.org/
http://www.clintonglobalinitiative.org/
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