
Fitch Rates Puerto Rico Aqueduct & Sewer Authority $1.5B Revenue Bonds 'BBB-'; 
Outlook Stable Ratings Endorsement Policy
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Fitch Ratings-Austin-16 January 2008: Fitch Ratings has assigned ratings to the following Puerto Rico Aqueduct and 
Sewer Authority (PRASA, or the authority) bonds: 

Senior lien bonds:
--$1,227.6 million revenue bonds, series A rated 'BBB-';
--$20.6 million revenue bonds, series B rated 'BBB-';

Bonds guaranteed by the Commonwealth of Puerto Rico:
--$155.7 million revenue refunding bonds, 2008 series A rated 'BBB-'; 
--$121.2 million revenue refunding bonds, 2008 series B rated 'BBB-'. 

The bonds are to be sold on a negotiated basis as late as mid-February. The series A (senior lien) bonds will be sold 
globally via negotiation while the remaining series of bonds will be sold in the local Puerto Rico market. 

The Rating Outlook on all of the bonds is Stable. 

The senior lien bonds are secured by net revenues of the combined water and sewer system after payment of operations 
and maintenance expenses. The commonwealth-guaranteed bonds are secured by net revenues of the system, 
subordinate in payment to all other system obligations, as well as a full faith, credit, and taxing power pledge of the 
Commonwealth of Puerto Rico (the commonwealth). 

The 'BBB-' ratings reflect rapid improvement in system operations that has occurred since the reorganization of PRASA in 
2004. Sizeable rate increases have been implemented that have restored positive financial margins, and additional rate 
hikes have been approved which provide a basis for continued adequate financial performance. Substantially all regulatory 
lawsuits have been settled and a capital improvement plan (CIP) has been developed that addresses stipulated 
requirements while also providing for other system enhancements. The CIP is substantial, which will necessitate significant 
near- and medium-term borrowing and lead to accelerating fixed rate costs. 

Rating improvement could be triggered by: 
--Continued demonstration of positive financial results consistent with current projections.
--Successful management of the extensive CIP and control of rising capital costs.
--A conclusion to and finalization of labor negotiations which have been ongoing for some time between management and 
the authority's largest union. 

The authority provides water service to virtually the entire island, including the estimated four million residents and five 
million annual tourists; sewer service is limited to around one-half of the island. Over the last couple of decades, system 
performance had declined, resulting in numerous lawsuits regarding repeated violations of regulatory requirements. From 
1995 until 2004 operations were handed over to the private sector with the goal of improving performance, but to limited 
success. Subsequently, in 2004 operations were transitioned back to the public side and the commonwealth reorganized 
PRASA's board and executive management with the goals of limiting political influence, improving the organizational 
structure, and returning the authority to financial viability with limited, if any, commonwealth assistance. Since this change, 
operating, financial, and regulatory performance have improved and successful implementation of ongoing measures 
should continue this trend. 

Due to the lack of historical investment in the system, capital needs are extensive: the five-year CIP through FY 2012 
totals $1.98 billion. Of this amount around 50% is related to mandatory compliance projects. Identified capital needs for the 
FY 2013-2017 period are equally large, but are expected to be more focused on system enhancements as opposed to 
stipulated requirements. Given the size of the CIP and the expectation of limited commonwealth assistance, funding for the 
CIP will be derived largely from additional borrowings, which will put increasing pressure on PRASA's cost structure as the 
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CIP progresses. While the CIP is substantial, Fitch views the expected capital costs as relatively well-defined. 

Recent measures taken by PRASA to ensure sufficient funding of capital and operations include a cumulative 128% rate 
increase effective for FYs 2006 and 2007, the first adjustments since 1987. Additionally, the authority may adjust rates 

annually beginning in FY 2010 up to a cumulative 25% before returning to the public process to seek further adjustments. 
Fitch views PRASA's actions favorably, but notes that additional rate hikes above those already approved will be 
necessary as early as FY 2014 to fund the CIP and maintain adequate financial margins based on authority projections. 

Financial performance is greatly improved since FY 2004. At the time PRASA resumed public operations, operating 
margins were negative and liquidity was marginal. However, in the intervening years operating margins have improved as 
the initial rate adjustments have become effective and for FY 2007 the authority posted positive operating results, including 
a 2.0 times (x) annual debt service (ADS) coverage on all obligations. Liquidity remains limited although the master 
indenture provides for funding of a 90-day operating reserve, which will be accomplished through a direct line of credit from 
the Government Development Bank for Puerto Rico. 

The authority has prepared both a base case and a more strenuous alternative cash flow through FY 2017, incorporating 
approved rate increases up to the 25% cumulative level along with assumptions for additional adjustments. The cash flows 

also incorporate outlays and borrowing contemplated in the authority's FY 2008-2017 CIP as well as informal agreed upon 
compensation levels with the authority's largest labor union. Pursuant to the base case cash flows, PRASA anticipates 
maintaining senior lien ADS coverage of no less than 1.3x and all-in ADS coverage (including the commonwealth-

guaranteed bonds) of 1.0x; the alternative cash flow anticipates similar results, in large part because of higher additional 
rate hikes than forecasted in the base case model. Fitch notes that with each cash flow, all classes of debt show consistent 

annual declines as the leveraging increases. No forecast is available beyond FY 2017, but it is anticipated that further 
tightening will occur in the out years unless ongoing rate hikes beyond those already approved, as well as those 
contemplated, are adopted. 

Contact: Doug Scott +1-512-215-3725, Austin or Laura Porter +1-212-908-0575 or Richard Raphael +1-212-908-0507, 

New York. 

Media Relations: Cindy Stoller, New York, Tel: +1 212 908 0526. 

Fitch's rating definitions and the terms of use of such ratings are available on the agency's public site, 
'www.fitchratings.com'. Published ratings, criteria and methodologies are available from this site, at all times. Fitch's code 
of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance and other relevant policies and procedures are 
also available from the 'Code of Conduct' section of this site.
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