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Executive Summary

The purpose of this paper is to provide a brief on the:
@ implementation strategy for the consolidation of the water industry in Selangor
@ status and tentative timeline of the entire consolidation exercise

Essentially, the consolidation exercise will entail the following:

@ Consolidation of 4 existing water concessionaires on a ‘Federal — State’ partnership basis
+ PAAB (Federal) to acquire all water infrastructure assets
¥ State led-SPV (SPV) to undertake consolidation exercise

@ Migration to new licensing regime
/¥ SPV to surrender existing concession rights in exchange for operating license
¥ SPV to lease the assets from PAAB and operates as asset-light model

@ Funding of PAAB and SPV
F+ Matching cash-flow of the water business moving forward
/¥ Taking into consideration future capex and working capital requirements
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Rationale for Consolidation

Federal & Meet government aspiration for water reforms
Government /= Consolidate fragmented industry player into one (water treatment,
(KTAK, SPAN & distribution and sewerage combined)
PAAB) /¥ Ensure availability of long term financing to fund on-going capex
/¥ Operating efficiency — licensing regime to reduce transfer profit element

S

Reduction of water tariff compared to existing concession for the benefit
of Rakyat

Establish system of accountability and governance to ensure good
service quality and affordability

3

State
Government

Asset light business model — future capex spending undertaken by PAAB
Enable monetisation of State’s water assets

Good business proposition

e © 9 @

Efficient structure in terms of execution and timing — no multiple players
with different cost structure and objectives

@ Clear commercial obligations — PAAB’s lease payment at fixed percentage
p.a.

Strictly Private & Confidential 4




Rationale for Consolidation (Cont’d)

Free water to Rakyat (first 20 m?3)

@ Lower tariff from current rates by 25% before 2013- average reduction of
24%

Licensee (SPV)

Ensure State’s interest in the water services industry is retained

Fair return for licensee, commensurate with business risk

Economies of scale to be realised from integrated functions — savings in
operational costs

@ Lighter balance sheet — no more heavy debts as future capex (RM20b) is
co-ordinated and borne by PAAB

@ Concentrate on improving efficiencies — rather than funding issues

Vendors @ Support Government’s aspiration for water reforms

Realise a return on their investment — under current challenging economic
climate
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Asset Transfer Programme

@ Sale of water
assets (state and WCC) to PAAB

RM9.7b (State assets)
(9 and RM4.6b (WCC) for
water assets

v

5 - s
Pengurusan Aset Air @ Lease Agreement
(D Sell water Pay RM5.7b via
assets and proceeds from
equity in WCC PAAB
for RM5.7b
v

# Selangor State Government or its nominee = SPV
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Transaction Notes:

1.

State” to acquire water assets and equity of
water concession companies (“WCC?”) for
RM5.7b cash

State to sell water assets of the WCC to
PAAB for RM4.6b cash

State to sell its water assets to PAAB for
RM9.7b cash

PAAB pays a total of RM14.3b for
acquisition of assets in Selangor

State” to pay RM5.7b to WCC vide proceeds
from PAAB

State” and PAAB to enter into agreement for
the lease of the water assets on long term
basis

Note: All figures are subject to negotiation
and due diligence conducted by the
institution to be agreed upon by both
parties.




Implementation of Consolidation Exercise

Transaction Notes:

1. State to nominate SPV to acquire water
LEMBAGA URUS AIR SELANGOR assets and equity of water concession

e A companies (“WCC”) for RM5.7b cash

@ License for

|

I

! 2. Completion of asset transfer programme
water abstraction !

:

I

Royalty (see previous slide for details)

@ License SPV to enter into agreement with PAAB
< P N for the lease of water assets on long term
basis

SPV

P »
<« »

Pengurusan Aset Air Sale and A @ Te rm | nate

lease of existing 3. LUAS to issue long-term year license for
water assets concessions water abstraction to SPV

\4

Suruhanjaya Perkhidmatan Air Negara

4. SPV to terminate existing concession

@ Water assets
agreements

& equity
from WCC

5. SPAN to issue new water services license
to SPV under WSIA

! |
! |
! |
: m Splash || Abass | . Note: All figures are subject to
: negotiation and due diligence conducted

by the institution to be agreed upon by
both parties.
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Tentative Timeline

Positioning SPV key Take over companies,
management staff at assets, business and
strategic areas employees
HoA DA & MA Transfer Date
(end Mar 09) (April 09) (July 09)
3 months
Fulfillment of Conditions
Precedent 2 months
|4_ _______________
R e e L e e e >
Due Diligence (DD)
- Legal
- Finance
HoA = Head of Agreements - Technical
DA = Definitive Agreements -HR

MA = Management Agreement
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