The Rosarito Desalination

Project

- A Regional Water Solution
- Sustainable Water for
Sustainable Growth
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Baja Water Infrastructure

U.S./Mexico Border
== (Colorado River
=== (Canals and Aqueducts
B Morelos Dam

Tecate

Tijuana/Rosarito receive up to 4.4
m?3/s of untreated water from the
Colorado River

Water is transported 200 km at great
energy cost to Tijuana and Rosarito
prior to treatment

Tijuana and Rosarito’ s water supply
is vulnerable to seismic damage of the
canal and aqueduct infrastructure

Tijuana and Rosarito are exceeding
their concession. They are borrowing
water from other users



Baja Water Infrastructure

From the Colorado River to the Tijuana area
» via Canal Reforma & Acueducto Rio Colorado-Tijuana (ARCT)
 The Canal Reforma has seismic risk & history of failure
« The ARCT is energy inefficient and costly to operate

Tunnel Areas of Critical Structural
Tunnel 4.3 miles Damage due to
1.9 miles Earthquakes and area of
future canal subsidence

Pumping Stations
Efficiency Loss Incurred

Tecate

Tijuana & Mexicali

Rosarito PS 3

Morelos Dam

April 2010 Mexicali Colorado River
Earthquake

—

Acueducto Rio Colorado-Tijuana (ARCT) Canal Reforma
90 miles 30 miles
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Bi-National Project Concept:

* No fatal flaws were uncovered

 Originally conceived as a traditional DBB, DB or DBO

« A immediate (2015) regional need for 5.9 m3/s (134
MGD)

« Several sites were identified as far south as Ensenada.
The optimal sites were located in Playas de Rosarito.
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Project Structure and Delivery Method

 Focus on Functional Performance
Specification rather than Equipment
Specification

e Private equity

« Commercial Debt

Why use commercial debt when low interest, tax-free
bonds obviously have a lower cost of money?

Value for Money (VfM) - assessed by a thorough, often
mandatory, review and valuation of the comparative
costs and risks.



Project Structure and Delivery Method

Risk DB or DBB PPP
'S Offtaker |Contractor| Offtaker |Contractor

Demand X X

Revenue X X
Design X X
Construction X X
Operating X X
Financial X X
Political X X

Legal X X X X
Environment X X X X
Force Majeure X X X X




Project Structure and Delivery Method

Risk DBB
IS
Offtaker |Contractor
Demand X
Revenue X
- Even some DB and DBO projects
De5|gn X can leave the Offtaker with large
. rti f desi isk
Construction X POT gy cov9n e |
~ DB, DBB and some DBO projects
Operating é X can also leave the Offtaker with
. : ~— larger portions of O&M risk than
Financial X anticipated
Political X
Legal X X
Environment X X
Force Majeure X X




Project Structure and Delivery Method

Risk DBB PPP

'S Offtaker |Contractor| Offtaker |Contractor
Demand X X
Revenue X X
Design X X
Construction X X
Operating X X
Financial X X
Political X X
Legal X X X X
Environment X X X X
Force Majeure X X X X

A properly developed PPP project, with non-recourse financing, offers maximum control over risk allocation
and mitigation.



The Legal Framework: General Constitution

of the United Mexican States

The waters within the Mexican territory are national
property.

Exploitation, use and benefit of national waters may be authorized through
concessions/assignations granted by the CONAGUA.

& ~ ™., Water supply and related services (sewerage, treatment, disposal) are each
— municipality’s responsibility. Municipalities may provide potable water services

@ through entities acting as municipal operators.

In Baja California the potable water services are rendered by a state commission
and not by a municipal operator, in this case the CESPT provides the potable water
services to the municipalities of Tijuana and Playas de Rosarito.

CESPT

AL A UL A T

In SE San Diego County, California the water, recycled water and sewer services are
provided by Otay Water District. =~ So we must comply with Mexican as well as

US/CA legal requirements.




A non-recourse financed PPP

|t NAD Bank Conitls'io(‘)n(s)
Lead Bank
s EPC

Otay
e e Offtaker

SWRO Plant
Financial * CEA Contractr

Institutions Offtaker .
Single

L EPC & LTSA _

oar Guarantees Contract(s) contractor risk
Agreements mitiGaten
Guarantees stra'_tegy

\ S -l Ajuald o =0l cR ASCriIDRIC
WSLA & utliens [ate '_' Nents equity 30-sude NSCA 15%, It ers ba% i ; Conveyance
Debt 60-70% -

) i Guarantees Contractor

Guarantees

o&M Feed Water &
Contract and Contract

Permits &
Licenses

O&M Contractor
AdR partners

CFE
Landlord &
Feedwater Provider

Insurance
Policies

Conveyance

Insuranc_:e Landowners

CFE
Power Supply

APP= PPP Agreement LTSA = Long Term Service Agreement EPC = Engineer, Procure, Construct PPA = Power Purchase Agreement



A non-recourse financed PPP

* A robust project delivery model

* Proven to share and shift risk to the party
best suited to mitigate it

« Can yield Value for Money relative to public
financing

* Need to focus on functional performance
rather than equipment specification






