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Portugal lies in Western Europe and has 10.3 million
inhabitants, of which approximately half are economically
active. The population is concentrated in coastal areas, with
Lisbon and Porto having the highest population density,
followed by the Algarve (south) region.

Portuguese voters elect central government (President and
Parliament) and local government (comprised by 278
municipalities in the mainland). The Azores and Madeira
archipelagos enjoy regional autonomy and these 11 islands
comprise an additional 30 municipalities. For some policy
purposes, the mainland is divided into five planning regions.

Portugal became a member of the European Economic
Community, subsequently the European Union (EU), in
1986.

Water service provision at the time was unsatisfactory and
wastewater treatment limited. Portugal adopted the EU
Drinking Water Directive of 1998, the EU Urban
Wastewater Treatment Directive of 1991, and the Water
Framework Directive of 2000. As a result, the country Portugal

introduced significant reforms (1993-1995) and investment Area: 92.226 km?2 Average Temperature: 7.52C - 22°C
to meet the EU standards. Nowadays, tap water is Population: 10,3 million Average Rainfall: 1001.9 mm/year
universally safe (99%) and public network coverage reaches
96% for water and 85% for sanitation, the remaining being

Unemployment: 7,1% Water Exploitation Index+: 14%
Inflation rate: 0,3% Hydrographic Regions (mainland): 8
private solutions (borewells and septic tanks). GDP per capita: €20.736 Shared basins with Spain: 4

Data: 2019
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Portuguese Water Market Overview

Annual turnover

adl
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€ 1,5 billion

CAGR: 1,37%

WATER
Network Safe
coverage drinking water

‘ 96,1% ’ ‘ 98,8% ’

Average price [€/m3] (*)

1,07 1,08 1,09
2015 2016 2017

Annual water billed
Per capita total consumption
Per capita domestic consumption

\_

1,11

2018

/o

PORTUGUESE WATER AND SANITATION OUTLOOK

Average price to households(*) # Utilities
[e] Hl
2,0 €/m3 279
) 4 SANITATION
Non-revenue Network Wastewater Adequate sludge
Water coverage treated disposal
28,8% . 85,2% 84%
Average price [€/m3] (*)
- CAGR: 2,44%
1,13 0,87
0,79 0,81 0,82 0.85
2019 2015 2016 2017 2018 2019
577 M m3 Annual wastewater collected 640 M m3
189 liters/day Annual wastewater billed 472 M m3
123 liters/day Annual sludge disposal 573 k tons.

~

J

(*) For a consumption of 10m?3 per month; Data: 2019, except where indicated otherwise
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Institutional Framework
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Municipalities are responsible for the provision of water and wastewater services. They can manage them

directly; delegate them in municipal companies; enter into a partnership with the central government
through AdP — Aguas de Portugal (a State-Owned-Enterprise); or set up PPPs with a private operator

The WSS sector is mainly split ’
“ ” 'S REPUBLICA il .
between “bulk” systems ? porTUGUESA Ministry of Environment

(regional water catchment and Climate Action
and treatment, and

wastewater treatment and |
conveyance, covering 80% of

PARLIAMENT
OF THE PORTUGUESE
REPUBLIC

MUNICIPALITIES

AMBIENTE E
ACAO CLIMATICA

Direct or delegated
management

Multi-municipal
Concessions
(bulk)

partnerships
(bulk & retail)

partnerships
(bulk & retail)

(bulk & retail)

the population) a.nd _”ret_all” APA CNA AdP 1 111 ® The Water and Waste
systems (water d'St_”bUt'on’ Portuguese National Water i y: Services Regulation
wastewater collection and Environment Agency Council Aguas de Portugal 111 ERSAR Authority
customer relationships). AdP 1 11 1
(with a majority share) can 11 1 111
enter into partnerships with : "] 1P 111 :
the municipalities in both Environmental Government holding 1 111 Watfar S_upply and
“bulk” and “retail” systems. Authority company 1 111 Sanitation _(WSS)
The municipalities can also 11 1 111 Authority
award concessions to private 11 1 111
operators orestablishjoint b et nnrnens Lohne. L N
(mixed economy) companies, P Y —— J 11
although retaining a majority - [ R ——— | ______I I I——————
share. T I | i

l I

i | :

........... >. \4
: Public-Public Public-Private
N NN NN NN NN E N NN NN NN NN NN NN NN NN NN NN NN NN NN NN NN NN NN EE NN NN NN NN NN NN NN E NN NN NN NN NN EEEEEEEEEEEEEE -

UTILITIES
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Institutional Framework
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Municipalities are free to choose their management model. They can do it solely or in partnership

MUNICIPALITIES

]
L
=)
o
=
= Direct municipal Municipal Municipal Multi-municipal Public-Public Public-Private Partnerships
s management Services (SMAS) Company (EM) Concessions partnerships (PPP)
©
= Concessions Joint
g Companies
The most common Administratively, Autonomous 51% State | 49% Municipalities Concessions (or Municipal
@ model in Portugal financially and company formed by lease contracts)  Companies, but
% for retail services technically one or more The Portuguese government through AdP create awarded typically where the
E autonomous municipalities concessions/partnerships by government act fora private sector
o municipal services 20-30-year period can own only up
E but legally to 49% of the
dependent from the shares
municipality
(%]
=
=
= 191 20 15 9 3 31 9
D
1+
AVERAGE POPULATION SERVED BY UTILLITY [Retail — Water supply]
| 1|I=--=-=-==-==-=-=-=-=-===== Hn=-=-=-=-============= 1 It T T T T T T T s s :I_"______"______":' _____________ I I—____________-;
; 13k ¥ 109k ¥ 84k i 1 Notapplicable 1! 165k i 56k 1! 58 !
_________________________________________________________________________ L e e e e e e e e e e e e e e e d e ————————— - Mg |

Note: EPAL supplies the greater Lisbon region and is fully owned by the State through AdP-Aguas de Portugal (this is the only utility that does not belong to the municipalities
due to historical reasons); EPAL is not represented in this figure [ Data: 2019
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The quality of service is improving yearly. However, costs are still higher than revenues in 55 percent of the water

utilities (mostly municipal services)

Water Coverage (%) Affordability Non-revenue Water (%)
30,2
96,1 )

95,5 95,6 95,7 95,9 29,8 29,8 29,4

® — 00— —— o 28,8
2015 2016 2017 2018 2019 2015 2016 2017 2018 2019

Price & Cost Recovery Ratio Total Revenues and Total Costs (**)
109,2 108,5

108,4 108,6

1,09 o

867 905
847 259 e . 853 o, 299 I834

ERSAR Affordability

2015 2016 2017 2018 2019 performance Indicator 2015 2016 2017 2018 2019
) . Annual cost [%] of the
mmmm Average price (€/m3) average household income (*) M Total Revenues (M€) Total Costs (M€)
—@— Cost recovery (%) Good <05%

Average 10,5;1,0]
@® Unsatisfactory >1,0%
(*) For a consumption of 10m3 per month; (**) Assessed at retail level Data: 2019
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Market Performance

Sanitation
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Similarly to water, the quality of sanitation services is improving yearly, but costs are still higher than revenues in

70 percent of the urban wastewater utilities (mostly municipal services)

Sanitation Coverage (%)

# Agglomerations in litigation under
Affordability 2@  UWWTD Directive 91/271/EEC
on 85,2 (small agglomeration process)
83,1 83,4 838
———0—
2015 2016 2017 2018

2019
Defined as access to wastewater collection and treatment via
public networks

2011 2013

2015 2017 2019

2020
Price & Cost Recovery Ratio

Total Revenues and Total Costs (**)

96,1 94,1

547 569 570

3 : 578 597 612 611 0
? N 517 540
32 I I I I I
ERSAR Affordability
2015 2016 2017 2018 2019

Performance Indicator 2015 2016 2017 2018 2019
A | cost [%] of th
mmmm Average price (€/m3)* nnual cost [%] orthe «
average household income (*) B Total Revenues (M€) = Total Costs (M€)
—@— Cost recovery (%) Good <0,5%
Average 10,5;1,0]
@® Unsatisfactory >1,0%
(*) For a consumption of 10m3 per month; (**) Assessed at retail level

Data: 2019

Acronyms: UWWTD — Urban Wastewater Treatment Directive
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The accumulated capital investment, for the 1993-2019 period, amounts to € 14,4 billion

Accumulated Capital Expenditure [1993-2019] Funding Sources [accumulated 1993-2019]
=
[o~] Total: M€ 14 353 European Union grants M€ 6 260

N

*:)-Af?i ‘ :;fri";: D
Annual average: M€559 = F. D o IR "l European Investment Bank M€ 2 880
'R‘ Water: ME€7607 o Bonds — Private Placement M€ 600
P
1{,1 Sanitation: ME 6 746 ‘ X NIW PP M€ 1200

% Other (")

() The remaining financial needs came from commercial
loans, utilities self cash-flow and subsidies from taxes

M€ 3413

y n 1A Y
A L) il

Blended finance

The bulk systems were mostly financed through EU grants, EIB,
commercial loans, private bonds and self cash-flow; the public
retail systems were mostly financed through EU grants,
commercial loans and subsidies from taxes (in the situations
where there is no full cost recovery). Private concessions are
mostly financed through commercial loans, private equity and
self cash-flow.
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Capital investment in bulk systems and in network extension is practically finished, and a significant part of the

assets are within their lifetime limits. Nevertheless, the pace of renewal has been insufficient and strong
investment is needed in the upcoming years

WATER SANITATION

— Water catchment Sewer networks
256 water reservoir intakes 64 436 km
5912 underground intakes

Treatment

220 WTP

3 369 small WTP

1 077 chlorination stations

Pumping Stations
6 088

55 Treatment

Pumping Stations

2 768 WWTP
2425 1 601 community sceptic tanks
Storage 1594 emergency dischargers
8 860 tanks
Mains & Networks ﬂ Disposal
119 442 km — 23 submarine emissaries

J/ J

Acronyms: WTP — Water Treatment Plant; WWTP — Wastewater Treatment Plant | Data: 2019
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Tariffs
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Tariff setting is a municipal responsibility, but follows guidance by the national regulator

-

TARIFF LEVELS AND STRUCTURE )

There is a wide variation in tariffs levels across the country, but the
tariff structure usually includes a fixed charge and a volumetric charge
based on an increasing block tariff. Since 2009, ERSAR’s
recommendation has been the following:

Volumetric charge [€]

r} X 1,25t0 2,5

X1,25t02,5 -
0,30 QQO -

|
Block 1

Fixed monthly charge [€]

4,50

1,50

Block2 Block3 Block 4

Volumetric charge [m?3]
Average price
to households
[10 m3/month]

Water: 1,13 €/m3
Sanitation: 0,87 €/m?3
Total: 2,00 €/m3

>25

>15-25

>5-15

Data: 2019

Block1 Block2 Block3 Block4 /

4 SOCIAL TARIFFS

Establishing pro-poor tariffs is not mandatory for municipalities,
although the majority already implemented them. There are many
different schemes in force, and most of them are based on the
following principles:

* Exemption or discount in the fixed tariff component

* The 2" block of the volumetric tariff is charged at the price of the 15t
block
# of municipalities with

Large families also benefit from pro-poor tariffs in force

discounts through adjustments
the block ranges 214

202

Water:

Social tariffs are mostly financed ST

by other utility customers (an
\cross—su bsidy)

Data: 2019

Vs

CONNECTION FEES

Connections are compulsory for water and wastewater if the public
network is within 20 metres of the household

The ERSAR 2009 recommendation mentioned that connections up to 20
meters should be exempt of fees — a successful measure that promoted
many connections. Since 2018 this became mandatory.

.

PORTUGUESE WATER AND SANITATION OUTLOOK
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AdP — Aguas de Portugal

The establishment of a State-owned company
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AdP is a State-Owned Enterprise held by the Ministry of Finance and overseen by the Ministry of Environment

and Climate Action

AdP-Aguas de Portugal was created in 1993 with a share
capital subscribed through the incorporation of the existing
Lisbon utility, EPAL. With more than 150 years (founded in
1868), EPAL supplies the greater Lisbon region and was already
owned by the State (this is the only utility that does not

belong to the municipalities due to historical reasons). EPAL
provided financial capacity and skilled staff to the newly
created AdP.

AdP is owned by the Ministry of Finance, through a public
asset holding company (Parpublica) and the public bank (Caixa
Geral de Depésitos).

The company’s objective is to foster and promote universality,
continuity and quality in water and waste services
contributing, therefore, to the sustainability of the sector and
the protection of environmental values.

The solution adopted to implement the multi-municipal
systems involved the creation of regional public companies
jointly held by AdP and Municipalities.

Acronyms: EPAL — Empresa Portuguesa das Aguas Livres, SA. | Data: 2019

2\ AGUAS o

'\ PORTUGAL

=

100 %

I=

-

=
o
A

EPAL

(

(}

Min. 51% AdP
Max. 49 % Municipalities

AdP - Aguas de Portugal
is the holding company
for 13 aggregated

regional utilities

Lisbon utility, EPAL was
integrated in AdP. EPAL
provided share capital,
financial and technical

capacity to leverage AdP

Nine Multi-municipal systems
created in large urban areas
(1%t generation) and
afterwards in low density
population regions (2"
generation), plus three

public-public partnerships
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AdP — Aguas de Portugal
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AdP is the country’s largest player in WSS, being responsible for supplying bulk water treatment services to about

80 percent of the population through multi-municipal companies, public partnerships and EPAL

\AGUAS DE N :
’g PORTUGAL AU Finwo P ( L e wﬂ(
AGUAS o \
\1Nom \
‘ = 8
; 4 EF AGUAS o \ s
! - J 4 DOURO~ ’P;AN IVA Y
L
S SIMDOURO ) \[
ookt \
: / {
‘AA(;AJVAESIRZ)R{GMO / \ ‘ V "
. | e 9 Siicto
4
‘A(?EJNTROLIYORAL ;f PY (/(
Sl ) \’
/ /
/ ¢
= . ( N\ s
= Business aT Assets / e
VTE]O ATLANTICO X/ \
i N
f )
Population covered:  80% Water Treatment Plants: 118 k.. J /“ /
D SIMARSUL '\J i //
Municipalities served: 234 Wastewater Treat. Plants: 980 =2 3
) \
Investment (accumulated): € 7,5 billion Water mains & networks: 17 155 km {
‘S:L\no /:ri‘tis 2. /, AGUAS PUBLICAS
= o @ Rpehene
Water produced: 597 M m3/year Sewers: 9692 km { (
AGUAS o i ‘,
‘ALG‘ARVE { . j
. 3 . kg S y )
Wastewater treated: 498 M m3/year Water tanks: 1791 = L -
Water Supply Sanitation . Water Supply and Sanitation
Acronyms: WSS — Water Supply and Sanitation| Data: 2019 Note: the white areas represent the 44 municipalities not served by AdP
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Six private operators are supplying water to 22% of the population in the Portuguese mainland

Private Market Share [retail services]

Population Served Municipalities Served
[%] [#]
Water Sanitation Water Sanitation
Private Private Private

Private
22%

21% 37 28

Public
78%

Public
79%

Private Operators

4 )
( e ) /? N N N )
| g | H M b i BE\X/G D o ici
l’ﬁlya iﬂuf ':;:::uf“' T peoATs Fcc I HQ,J! Azuladicional, Lda.
AN ;

INDAOUA M AGSQ & be water ’gqua"a Plainwater 3

L \AQUARRR) J J )
Shareholder
Notes: Population and municipalities served by retail services [Data: 2019 | Shareholders updated in March 2021 Operator
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Aggregation of Utilities
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Aggregation of bulk systems started in 1995, with the beginning of the reforms introduced in Portugal.

Although a very limited number of retail systems’ aggregations occurred in the past, a successful “movement” of

aggregations kicked-off in 2019-2020

1995 1996 2004 2009
-------------------------------------- 1 -
{ " AdCavado AdMLima AdSAndré | P
i AdBAlgarvio AdzCoa AdTMAD i I ol
1 AdSAlgarvio Simlis SIMTEIO 1 L2
Bulk system ; Sanest Simria AdAve ! ' % I 234 aggregated
AdTSt*Maria AdCentro AdCAlentejo I— 5
Aggregation 1 AdDouro ePaiva AdNAlentejano AdMondego 1 1 < Municipalities
: AdVouga AdOeste Simarsul I '
[ 59 | N |

15t generation of bulk
systems’ aggregation

1997 2020
"" '--- -------------------
l .
T o T ] — AdInterior Norte a -
PN LR < B AdBMG W

Retail system

Aggregation

AdPlanalto
s: "»
| Gy

APIN - Pinhal Interior
ADAM - AdAlto Minho
Tejo Ambiente
AdAlto Alentejo
AP Serra da Estrela
EIMARPlanalto

Recent “movement”

82 aggregated

Municipalities

Note: Some bulk systems were merged into bigger regional systems; Today there are only 16 bulk systems

(of which 13 are partnerships with AdP-Aguas de Portugal) | Data: 2020 of retail aggregations
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The regulator evolved from a mere Observatory to an autonomous and politically independent Authority

ERSAR - Regulation Agency

o All utilities’ regulation and
ERSAR quality of water

(under M. for Environment)

ERSAR — Regulation Authority
All utilities’ regulation and quality of water
(under Parliament)

s>
L
IRAR - Regulation Agency - ERSAR
for public and private concessions
and for quality of water to all Utilities Regulatory
(under Ministry for Environment) Model

4 Structural N ( Utility Behavioral )
Regulation Regulation

INSTITUTO REGULADOR DE AGUAS E RESIDUOS

Legal and contractual

Organization of the

sector regulation

IRAR - Regulation Agency for
public and private concessions only

. . Economic regulation
(under Ministry for Environment) Legislation of the sector

Quality of service
regulation

Inf ion of th inki i
nformation of the sector Drinking water quality

regulation

1995 - National Observatory : o

. . . Capacity building of the
for public and private concessions sector
(under Ministry for Environment) \_ )
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Future Trends

A new Strategic Plan is about to be

approved

A new WSS strategic plan (PENSAARP 2030) will
be approved soon, containing the objectives,
measures and action plan for the next decade.

PENSAARP introduces for the first time the
management of the rainwater systems through
WSS utilities.

Some trends of PENSAARP include: circular
economy (wastewater reuse, sludge valuation,
reuse of treatment reagents, etc.); resilience
and adaptation to climate change (energy self
production, desalination, etc.); communication
to improve service perceived-value by society;
and utility modernization and digital transition.

Aggregation of Utilities:

Will it keep happening?

The recent trend of retail aggregation may
continue with the emergence of new
companies. If financial incentives to aggregation
are maintained, it is possible that this
“movement” will re-shape the map of utilities in
Portugal.

PORTUGUESE WATER AND SANITATION OUTLOOK

Investment should not slow

down

According to PENSAARP, the
investment planed for 2021-30 will
maintain the average level of about 500
M€/year (mostly concentrated in the
first half of this decade). It is expected
that most of the investment will be
channeled to rehabilitation.

The Recovery and Resilience Plan (PRR)
and the Government Strategy 2030
present mitigation and recovery
measures to promote economic growth
after the Coronavirus pandemic crisis.

“Water management” is one of PRR
components. Its main goal is to
contribute to the integrated and
circular management of the water
resources in water scarcity situations,
including investment in the south of
Portugal in: desalination (65M€),
reducing the water losses (35M€),
wastewater reuse (23M€), and
improving the capacity and resilience of
water availability (55M€).

ST >
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Mergers & Acquisitions:
Will the trend continue?

In 2020, Miya Group was sold by Bridgepoint
to Antin Infrastructure Partners (Defining
Future Options advised Antin IP). Miya
operates in Portugal through Indaqua (serving
600 k people). In the beginning of 2021,
Aquapor (serving 1,3 million people), was sold
to Saur.

Why is such a small country, with small size
PPPs, so attractive? Basically, because the
private operators became highly
sophisticated and efficient, mainly due to the
following reasons:

1. They operate under a stable legal and
institutional framework, within EU
directives and clear environmental rules;

2. They operate under public scrutiny, with
consumers’ awareness and rights
demanding high levels of quality;

3. They operate under strong competitive
conditions (there are six existing players
and more bidders trying to enter the
market);

4. They operate under a mature Regulator.
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We share knowledge, we don’t keep it to ourselves

WHO WE ARE

a6
&

WHERE WE ARE

@
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Founded in 2015, DEFINING FUTURE OPTIONS, is
a Portuguese investment, management and
advisory company for the Water Sector.

DEFINING FUTURE OPTIONS has a distinct offer:
expertise that covers international political and
strategical experience, public and private utility
management experience, and engineering and
economics background in the Water Sector.

Our Team members have two decades of
experience in Executive Management of Utilities
and PPPs, including transforming inefficient
water services into highly professional and
efficient water services.

In Portugal, we have worked with 65
Municipalities, with the Regulator and with
Public and Private Sector Companies.

We have developed market studies in more than
20 countries, in Europe, Africa and Americas

WHAT WE DO

M Advising Governments, Municipalities,
Regulators and Public and Private Water
Utilities

M Establishing and reforming Water and
Sanitation Utilities

M Advising PPP programs, procurement, bids,
contract negotiations and transition phase

[ Managing relationships and negotiations with
Governments, Municipalities, Regulators,
Private Operators, banks and non-
governmental organizations

M Performing due diligence and developing
strategies for risk allocation and investment
valuation

M Staffing plans, capacity building and training
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contained herein, whether negligently caused or otherwise, and accept no
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document or anyone else due to such an error or inaccuracy or any
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