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Fitch Ratings affirmed Companhia de Saneamento Basico do Estado de Sao Paulo’s (SABESP)
Long-Term Foreign and Local Currency Issuer Default Ratings (IDRs) at ‘BB’ and its National
Long-Term Rating at ‘AA(bra). The Outlook on the Long-Term Foreign Currency IDR was
revised to Negative on May 7, 2020, while the Outlook on the Local Currency IDR and
National Long-Term Rating remains Stable.

The rating reflects Fitch’s view that SABESP will be able to sustain robust cash flow from
operations (CFFO) and strong financial flexibility to manage its significant debt maturities
during coming quarters, despite the coronavirus pandemic. The company is expected to keep
EBITDA margins in the 40%-45% range, above the average of its industry peers, and to
maintain low to moderate leverage.

SABESP’s IDRs also incorporate its low business risk, with its near-monopolistic position as a
provider of an essential utility within its concession area, as well as its economies of scale as
the largest basic sanitation company inthe Americas by number of customers.

Fitch views SABESP’s expected negative FCF due to its significant capex plans and material FX
debt exposure as limiting rating factors. The assessment also reflects SABESP’s still-
developing regulatory environment, the intrinsic hydrological risk of its business and the
political risk associated with its position as a state-owned company subject to potential
changes in management and strategy after each state of Sao Paulo election.

Per Fitch’s Government-Related Entities Rating Criteria, Fitch assesses SABESP on a standalone
basis. This approach is supported by Fitch’s perception of a reduced incentive for SABESP’s
major shareholder to provide support if needed, given minimal financial implications for the
state of Sao Paulo if SABESP defaults, and limited evidence of a record or expectations for the
state to provide support.

SABESP’s activities are independent from its major shareholder, both financially and
operationally. Fitch also believes a default would have only moderate sociopolitical
implications for the state, despite the assessment as strong of its status, ownership and control
by the state.

The Negative Outlook for the Foreign Currency IDR follows Brazil's Sovereign Outlook
revision to Negative from Stable. The Stable Outlook for the Local Currency IDR and National
Long-Term Rating reflects Fitch’s expectations that the water/wastewater industry will
maintain solid fundamentals. SABESP is likely to experience limited change in volumes billed
and a manageably higher delinquency rate due to the coronavirus pandemic, sustaining its
strong credit metrics.

Key Rating Drivers

Reduced Business Risk: SABESP’s credit profile benefits from resilient demand, even amid
distressed economic environments, which should mitigate the coronavirus pandemic’s
negative effect on its operations. The projected moderately lower volume billed to commercial
and industrial clients will be offset by marginal growth from residential consumers, resulting in
stable volumes in 2020.

Fitch assumes volume billed will grow 4.3% in 2021. An expected decline in the average tariff,
given lower tariffs for residential customers, should be partially offset by annual tariff
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increases in line with inflation. SABESP’s activity in the state of Sao Paulo, which has the
country’s largest GDP and population, is viewed as positive.

Capex Pressures FCF: Fitch considers SABESP’s forecast that FCF will be pressured in the
coming years as negative to the rating. The base case scenario estimates annual average
negative FCF of BRL566 million for the next three years. The projected negative
BRL700 million in 2020 incorporates BRL3.2 billion in capex and dividend distributions of
BRL80O million.

Positively, SABESP counts on sound estimated annual CFFO averaging BRL3.9 billion during
2020-2022 to alleviate pressure on FCF. Fitch estimates CFFO in 2020 at BRL3.3 billion,
reflecting a lower average tariff and higher working capital, given estimates of increased
delinquency.

Strong EBITDA Margins: SABESP’s large scale of operations is a pillar for the company to
achieve EBITDA margins above Brazilian state-owned peers. Fitch believes EBITDA margins
will remain strong, despite an expected moderate decline to 41% in 2020 from 45% in 2019.

Fitch estimates SABESP’s 2020 EBITDA at BRL5.6 billion, increasing to BRL6.5 billion in 2021,
given an expected rapid recovery to regular patterns after the end of pandemic-related
restrictions on mobility. Tariff increases of 2.5% in 2020 and 3.5% in 2021 are projected to
moderate effects on EBITDA.

Low Leverage: Fitch estimates SABESP’s net leverage will remain below 2.5x over the next
three years — including2.3x in 2020, which is low for the industry and for its IDRs —supported
by strong EBITDA through the cycle, despite higher capex. Net debt/EBITDA was 1.8x at
YE 2019.

Negatively, the company carries risks from its high percentage of foreign-currency debt, given
its strategy of accessing international funding. The company may face cash flow effects due to

strong FX depreciation during periods of significant foreign currency debt maturities,
including in 2020.

Potential Regulatory Changes: Fitch incorporates no major impact on SABESP’s operations
and cash flow in the event of regulatory changes. Discussions about regulatory guidelines for
national water/wastewater should facilitate greater participation by private companies and
enhance the industry’s investment capacity. Private participants account for around 6% of the
industry’s market share. Fitch believes private growth should occur mainly at the expense of

highly inefficient state-owned companies or local municipality operators, which is not the case
for SABESP.

Financial Summary

(BRL 000, as of Dec. 31) 2018 2019 2020F 2021F
Net Revenue 12,482,424 13,679,788 13,718,284 14,909,517
Operating EBITDAR 5,762,686 6,130,716 5,644,791 6,524,549
Operating EBITDAR Margin (%) 46.2 448 411 43.8
Cash Flow from Operations 3,664,587 3,649,166 3,313,966 4,009,742
Total Adjusted Net Debt/Operating EBITDAR (x) 1.8 1.8 2.3 2.1
F - Forecast.

Source: Fitch Ratings, Fitch Solutions,

Rating Derivation Relative to Peers

SABESP’s mature operations and its position as the largest water/wastewater utility in Brazil
benefit its business profile in terms of economies of scale and capital structure, including when
compared with Aegea Saneamento e Participacoes S.A. (BB/Negative), which has moderate
leverage that reflects its growth strategy. Aegea’s credit profile benefits from its diversified
concessions within Brazil, while SABESP operates exclusively in the state of Sao Paulo, which
concentrates operational and regulatory risks. SABESP also carries meaningful FX debt
exposure and political risk, given it is state-owned. SABESP and Aegea have similar and strong
EBITDA margins.
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Compared with power-transmission companies Transmissora Alianca de Energia Eletrica S.A.
(BB/Negative) and Alupar Investimento S.A. (BB/Negative), SABESP has less predictable
CFFO, higher regulatory risk and greater FX exposure. Both power transmission companies
have Local Currency IDRs of ‘BBB—/Negative due to those factors.
. .
Navigator Peer Comparison
Regulatory risks are significant for water/wastewater utilities companies in Brazil, given the
developing regulatory environment. Nevertheless, the track record of tariff increases has
sustained the economic and financial viability of most concession agreements, particularly for
SABESP, which partially mitigates this concern. The proven financial flexibility of SABESP and
Aegea is key to support their refinancing needs and capex. The high importance of financial
flexibility reflects the strong reliance of SABESP and its peers to fund their capital intensive
operations and constantly refinance debt obligations.
Issuer Business profile Financial profile
Management and Commodity
Operating Corporate Regulatory Price and Asset Base and Financial Financial
IDR/Outlook Environment Governance Risk Market Risk Market Operations Profitability Structure Flexibility
Aegea Saneamento e Participacoes S.A. BB/Neg bb- | | e | I bb+ bb B o H o | ]
Aguay Saneamientos Argentinos S.A. CCC/RWOff b+ W o | = H - | bb- ccc B H | ]
Companhia de Gas de Sao Paulo BB/Neg bb- B - bb+ | s | | bb+ [ | a H - | |
Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP) BB/Neg bb- | s | s | O bb+ bb+ | T T |
Energisa SA. BB/Neg bb- | bb+ | T bbb- B B o | | |
Source: Fitch Ratings. Importance [l Higher B Moderate Lower
Issuer Business profile Financial profile
Management and Commodity
Operating Corporate Regulatory Price and Asset Base and Financial Financial
Name IDR/Outlook Environment Governance Risk Market Risk Market Operations Profitability Structure Flexibility
Aegea Saneamento e Participacoes S.A. BB/Neg 10 M 10 | ] 0o Ml 1o W 30 10 | ] 00 | | 00 | | oo W
Agua y Saneamientos Argentinos S.A. CCC/RWOff 40 20 oo [l 20 70 50 00 | | 00 B 220 N
Companhia de Gas de Sao Paulo BB/Neg -10 | | 50 10 [l 10 | | 20 20 10 | | 60 50
C ia de Basico do Estado de Sao Paulo (SABESP) BB/Neg 100 120 130 120 140 120 120 150 130
Energisa SA. BB/Neg 100 120 120 120 130 130 110 110 120
Source: Fitch Ratings. . ‘Worse positioned than IDR . Inline with IDR Better positioned than IDR

Rating Sensitivities Factors that Could, Individuallyor Collectively, Lead to
Positive Rating Action/Upgrade

° Sustainable positive FCF generation;

° Lower debt FX exposure.

Factors that Could, Individually or Collectively, Lead to Negative Rating
Action/Downgrade

° EBITDA margins below 33%;

° Net leverage sustained above 3.5x;
° Fitch’s perception of increased political risk;
. Lower financial flexibility.

Liquidity and Debt Structure

Strong Financial Flexibility: SABESP’s robust cash position and proven financial flexibility will
be crucial for the company to manage expected negative FCF and high level of debt maturities
in 2020. The company’s available free receivables — estimated at around BRL600 million
monthly, or approximately 65% of total receivables — add to its capacity to raise capital.

SABESP’s cash and equivalents of BRL2.3 billion at YE 2019 covered short-term debt of
BRL2.9 billion by only 0.8x, and this debt has increased to around BRL3.5 billion due to recent
sharp FX depreciation. Its significant short-term debt includes USD350 million bonds that
mature in December 2020. The company issued BRL1.5 billion in local debentures in
April 2020 and expects to disburse around BRL1.0 billion in funding during 2020, which has
been approved to support capex.
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SABESP’s total debt of BRL13.2 billion at YE 2019 consisted mainly of multilateral agency

loans of BRL5.8 billion; BRL3.6 billion in debenture issuances; and BRL1.4 billion of bonds. Of

total debt, BRL6.4 billion, or 48%, was linked with FX rates without any hedge protection. Only

BRL2.6 billion of total debt at YE 2019 was secured by future flow of receivables linked with

Banco Nacional de Desenvolvimento Economico e Social (BNDES) and Caixa Economica

Federal loans, which do not pressure unsecured rated issuances.

Liquidity and Debt Maturity Schedule

(As of Dec. 31,2019)

(BRL Mil.)
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Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP).

ESG Considerations

The highest level of Environmental, Social and Governance (ESG) credit relevance, if present,

is a score of ‘3. This means ESG issues are credit-neutral or have only a minimal credit impact

on the entity, either due to their nature or to the way in which they are being managed by the

entity. For more information on Fitch’s ESG Relevance Scores, visit www.fitchratings.com/esg.

Liquidity and Debt Maturity Scenario with No Refinancing

Liquidity Analysis

(BRL 000) 2020F 2021F 2022F 2023F

Available Liquidity

Beginning Cash Balance 2,253,210 313,058 243,638 344,447

Rating Case FCF After Acquisitions and Divestitures 919,691 1,071,484 1,305435 1,710,765

Total Available Liquidity (A) 3,172,901 1,384,542 1,549,073 2,055,212

Liquidity Uses

Debt Maturities (2,859,843) (1,140,904) (1,204,626) (995,287)

Total Liquidity Uses (B) (2,859,843) (1,140,904) (1,204,626) (995,287)

Liquidity Calculation

Ending Cash Balance (A+B) 313,058 243,638 344,447 1,059,925

Revolver Availability 0 0 0 0

Ending Liquidity 313,058 243,638 344,447 1,059,925

Liquidity Score (x) 11 1.2 1.3 21

F - Forecast.

Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estadode Sao Paulo (SABESP).
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Scheduled Debt Maturities

(BRL 000) 12/31/19
2020 (2,859,843)
2021 (1,140,904)
2022 (1,204,626)
2023 (995,287)
2024 (1,295,766)
Thereafter (5,748,283)
Total (13,244,709)

Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estadode Sao Paulo (SABESP).

Evolution of Cover Ratios
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Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP).
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Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP).

Volume of Water and Sewage Billed
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Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP).

Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP)
Rating Report | May 14,2020 fitchratings.com 5



FitchRatings Corporates

Water/Wastewater Utility
Brazil

Key Assumptions
Fitch’s Key Assumptions Within Our Rating Casefor the Issuer

° Stable volumes billed in 2020 and total annual average growth of 3.2% in the next
three years, supported by expected population and connection growth and stable
consumption per connection;

. Annual tariff increases of 2.5% in July 2020, as approved by the regulator, and 3.5% in
the coming years, in accordance with Fitch’s expected inflation rate and adjusted by a
efficiency factor of 0.69%;

° Average annual capex of BRL3.8 billion in 2020-2022;
° Average annual capex of BRL3.8 billionin2020-2022;

° Dividends of BRL800 million in 2020 and a payout ratio of 27.9% of net profits
thereafter.

Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP)
Rating Report | May 14,2020 fitchratings.com 6



. .
K 1tchRat1ngs Corporates

Water/Wastewater Utility

Brazil
Financial Data
Historical Forecast

(BRL 000, as of Dec. 31) 2017 2018 -2019 2020 2021 2022
Summary Income Statement
Net Revenue 11,457,356 12,482,424 13,679,788 13,718,284 14,909,517 15,721,284
Revenue Growth (%) 10.5 8.9 9.6 0.3 10.0 10.0
Operating EBITDAR 5,257,805 5,762,686 6,130,716 5,644,791 6,524,549 6,930,718
Operating EBITDAR Margin (%) 459 46.2 448 411 43.8 441
Operating EBIT 3,955,908 4,370,145 4,350,622 3,684,235 4,451,323 4,745,569
Operating EBIT Margin (%) 34.5 35.0 318 26.9 29.9 30.2
Gross Interest Expense (408,880)  (503,835)  (496,788) (852,887)  (922,293)  (945,356)
Pretax Income (Including Associate Income/Loss) 3,503,614 3,912,319 4,677,942 2921476 3,609,449 3,873,599
Summary Balance Sheet
Readily Available Cash and Equivalents 2,283,047 3,029,191 2,253,210 2,010,483 1,834,646 1,762,555
Total Debt with Equity Credit 12,141,166 13,195,167 13,244,709 15,184,866 15,558,248 15,953,622
Total Adjusted Debt with Equity Credit 12,141,166 13,195,167 13,244,709 15,184,866 15,558,248 15,953,622
Net Debt 9,858,119 10,165,976 10,991,499 13,174,383 13,723,601 14,191,067
Summary Cash Flow Statement
Operating EBITDA 5,257,805 5,762,686 6,130,716 5,644,791 6,524,549 6,930,718
Cash Interest Paid (676,087) (732,048) (737,326) (852,887) (922,293)  (945,356)
Cash Tax (932,110) (888,077) (1,222,747) (993,302) (1,227,213) (1,317,024)
Dividends Received Less Dividends Paid to Minorities
(Inflow/(Out)flow) 0 0 0 0 0 0
Other Items Before FFO (129,304) (249,544) (95,044) (160,000) (160,000)  (160.,000)
Funds Flow from Operations 3,520,304 3,893,017 4,075,599 3,728,731 4295462 4,581,724
FFO Margin (%) 30.7 31.2 29.8 27.2 28.8 29.1
Change in Working Capital (250,180) (228,430) (426,433) (414,764) (285,721)  (264,545)
Cash Flow from Operations (Fitch Defined) 3,270,124 3,664,587 3,649,166 3,313,966 4,009,742 4,317,178
Total Non-Operating/Nonrecurring Cash Flow 0 0 0 — — —
Capex (1,976,700) (2,183,204) (3,273,4006) - — -
Common Dividends (765,933)  (653,393)  (739,996) — — —
FCF 527,491 827,990 (364,236) — — —
Net Acquisitions and Divestitures 0 8,131 0 — — —
Other Investing and Financing Cash Flow Items (39,679) (45,782) (56,935) (1,483,000) 0 0
Net Debt Proceeds (90,986) (44,195) (354,810) 1,940,157 373,382 395,374
Net Equity Proceeds 0 0 0 0 0 0
Total Changein Cash 396,826 746,144 (775,981) (242,727) (175,837) (72,092)
Calculations for Forecast Publication
Capex, Dividends, Acquisitions and Other Items Before FCF (2,742,633) (2,828,466) (4,013,402) (4,013,850) (4,558,961) (4,784,644)
Coverage Ratios (x)
FFO Interest Coverage 5.9 6.1 6.3 4.6 4.9 5.1
FFO Fixed-Charge Coverage 5.9 6.1 6.3 4.6 4.9 5.1
Operating EBITDAR/Interest Paid + Rents 7.8 7.9 8.3 6.6 7.1 7.3
Operating EBITDA/Interest Paid 7.8 7.9 8.3 6.6 7.1 7.3
Leverage Ratios (x)
Total Adjusted Debt/Operating EBITDAR 2.3 2.3 2.2 2.7 2.4 2.3
Total Adjusted Net Debt/Operating EBITDAR 1.9 1.8 18 2.3 2.1 2.0
Total Debt with Equity Credit/Operating EBITDA 2.3 2.3 2.2 2.7 24 2.3
Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP)
Rating Report | May 14,2020 fitchratings.com 7
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Financial Data
Historical Forecast

(BRL 000, as of Dec. 31) 2017 2018 -2019 2020 2021 2022
FFO Adjusted Leverage 3.0 3.0 2.8 3.3 2.9 2.8
FFO Adjusted Net Leverage 2.5 2.3 24 2.8 2.6 2.5
FFO Leverage 3.0 3.0 2.8 3.3 2.9 2.8
FFO Net Leverage 2.5 2.3 2.4 2.8 2.6 25
Additional Metrics (%)
CFO-Capex/Total Debt with Equity Credit 10.7 11.2 2.8 0.7 (0.1) 1.2
CFO-Capex/Total Net Debt with Equity Credit 13.1 14.6 34 0.8 (0.1) 1.4

Source: Fitch Ratings, Fitch Solutions.

How to Interpret the Forecast Presented

The forecast presented is based on Fitch Ratings’ internally produced, conservative rating case forecast. It does not represent the forecast of the rated
issuer. The forecast set out above isonly one component used by Fitch Ratings to assign a rating or determine a rating outlook, and the information in the
forecast reflects material but not exhaustive elements of Fitch Ratings’ rating assumptions for the issuer’s financial performance. As such, it cannot be used
to establish arating, andit should notbe relied onfor that purpose. Fitch Ratings’ forecasts are constructed using a proprietary internal forecasting tool,
which employs Fitch Ratings’ own assumptions on operating and financial performance that may not reflect the assumptions that you would make. Fitch
Ratings’ own definitions of financial terms such as EBITDA, debtor free cash flow may differ from your own such definitions. Fitch Ratings may be granted
access, from time to time, to confidential information on certain elements of the issuer’s forward planning. Certain elements of such information may be
omitted from this forecast, even where they are included in Fitch Ratings’ owninternal deliberations, where Fitch Ratings, at its sole discretion, considers
the data may be potentially sensitive in acommercial, legal or regulatory context. The forecast (as with the entirety of thisre port) is produced strictly
subject to the disclaimers set outat the end of this report. Fitch Ratings may update the forecast in future reports but assumes no responsibility todo so.
Original financial statement data for historical periodsis processed by Fitch Solutions on behalf of Fitch Ratings. Key financial adjustments and all financial
forecasts credited to Fitch Ratings are generated by rating agency staff.
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Operating Environment

Management and Corporate Governance

. . W ination of countries w h ic value i « h t:
- Economic Environment b ar:a;;;g:'"a fon of countries w here economic value is created and w here assets - Management Strategy bb  Strategy generally coherent but some evidence of w eak implementation.
N Average combination of issuer specific funding characteristics and of the strength of Board ef with few directors. "Key man" risk from dominant
bb- Financial Access bbb ¢ retevant local financial market. bbb- Governance Structure b ce0 or shareholder.
. Systemic governance (eg rule of law , corruption; government effectiveness) of the
- Systemic Governance bb issuer's country of incorporation consistent with ‘bb'. Group Structure aa  Transparent group structure.
U, Good quality reporting without significant failing. Consistent w ith the average of listed
b- bb Financial Transparency bbb companies in major exchanges.
Regulatory Risk Commodity Price and Market Risk
Independence bb  Moderate government Interference in utiity regulations. Price and Volume Risk php  Moderale exposure (o price risk. Long-term contracts provide high revenue visiilly and most
costs variations are passed through.
Regulatory framew ork is moderately biased tow ard the needs of end users at the y - it R At
bbb Balance bbb expense of sector participants. bbb- Counterparty Risk bb  Weighted average credit quality of actual and potential offtakers is in line with "BB' rating.
- e — pbp | e tariff-setting procedure is transparent and includes the participation of industry -
players.
b+ Recourse of Law pp  Procedures o appeal rulings are lengthy; appeals could be untested; companies can bb
comment on regulations.
Market Asset Base and Operations
- Consumption Growth Trend bbb  Customer and usage grow th in line w ith industry averages. - Asset Diversity n.a.
bbb+ Customer Mix a  Welldiversified customer mix. bbb- E:z;’z:“’“m”era"°"s and Cost iy Reliabilty and cost of operations at par with industry averages with moderate operating losses.
Geographic Location bb  High sensitivity to extreme w eather or disaster disruptions. Exposur.e (o EmiETEE bb ignifi exposure to
Regulations
bbb- Supply Demand Dynamics bbb Moderately favorable outiook for prices and rates. bb ocfag":;;"d Technological Intensity &= in capital or unproven
Profitability Financial Structure
- Volatility of Profitability bbb  Stability and predictability of profits in line with utilty peers. - FFO Leverage 3.5x
bbb- Free Cash Flow bb  Structurally negative FCF across the investment cycle. a- FFO Net Leverage 3.0x
Total Debt With Equity Credit/Op. 25x
EBITDA i
bb bbb
Financial Flexibility Credit-Relevant ESG Derivation Overall ESG
- Financial Discipline bbb  Less conservative policy but generally applied consistently. SABESP has 12 ESG potential rating drivers key o | issues
driver
bbb Liquidity (Cash+CFO)/S-T Debt Zfz:ﬁ:\g"“ﬂme fiquidity . Well-spread maturity schedule of debt. Diversitied sources Energyand fuel use in operations; entities' financial targets for losses/shrinkage
- T — s0x Water usage in operations; water utilities financial targets for water quality, leakage and | driver 0 | issues
usage
bb+ FX Exposure b Large FX exposure. No significant/ineffective hedging in place. Impact of waste including pollution incidents; discharge compliance; sludge, coal ash  potential | .
driver
- Networks' exposure to extreme weather events- negative (e.g. risk of drought and
flooding) or positive (e.g. additional return on resilience capex)
Regulatory-driven access and affordability targets of utility services nota 1 |ssues
. . . rating
How to Read This Page: The left colymn shows the thre.e-notch bar!d .assessmer!t for the owerall Factor, |IIustraFed by a bar. The Quality and safety of products and senvices; data security driver
right column breaks down the Factor into Sub-Factors, with a description appropriate for each Sub-Factor and its corresponding 1 issues

category.

Showing top 6 issues

For further details on Credit-Relevant ESG scoring, see page 3.
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Credit-Relevant ESG Derivation

SABESP has 12 ESG potential rating drivers

SABESP has exposure to energy productivity risk but this has very low impact on the rating.

SABESP has exposure to water management risk but this has very low impact on the rating.

SABESP has exposure to waste & impact management risk but this has very low impact on the rating.

SABESP has exposure to extreme weather events but this has very low impact on the rating.

SABESP has exposure to access/affordability risk but this has very low impact on the rating.

SABESP has

Show ing top 6 issues

Environmental (E)

General Issues

GHG Emissions & Arr Quality

Energy Management

Water & Wastewater Management

Waste & Hazardous Materials
Management; Ecological Impacts

Exposure to Environmental Impacts

Social (S)
General Issues

Human Rights, Community Relations,
Access & Affordability

Customer Welfare - Fair Messaging,
Privacy & Data Security

Labor Relations & Practices

Employee Wellbeing

Exposure to Social Impacts

Governance (G)
General Issues

Management Strategy

Governance Structure

Group Structure

Financial Transparency

Reference

Asset Base and Operations; Regulatory Risk;
Profitability; Financial Structure

Asset Base and Operations; Commodity Price and
Market Risk; Profitability; Financial Structure
Asset Base and Operations; Regulatory Risk;

Asset Base and Operations; Regulatory Risk;

Asset Base and Operations; Commodity Price and

Reference

Asset Base and Operations; Regulatory Risk;

Regulatory Risk; Profitability

Financial Structure; Financial Flexibility

Profitability; Financial Structure

Reference

Management and Corporate Governance

and Corporate Governance

and Corporate Governance

to customer risk but this has very low impact on the rating.
E Score Sector-Specific Issues
1 Emissions from operations
5 Energyand fuel use in operations; entities' financial targets for
losses/shrinkage
5 Water usage in operations; water utiliies’ financial targets for water
quality, leakage and usage Profitability
3 Impact of waste including pollution incidents; discharge
compliance; sludge, coal ash Profitability
Networks' exposure to extreme weather events- negative (e.g. risk of
3 droughtand flooding) or positive (e.g. return on Market RIsk:
capex)
S Score Sector-Specific Issues
3 ol y-d access and targets of uility services |5 oo L
3 Qualityand safety of products and senvices; data security
3 Impact of labor iations and (dis:
2 Worker safety and accident prevention Financial Flexibility
5 Social resistance to major projects that leads to delays and cost
increases
G Score Sector-Specific Issues
3 Strategy development and implementation
3 Board i and
3 c p and related-p:
3 Qualityand timing of financial disclosure

Management and Corporate Governance

E Scale

S Scale

G Scale

Overall ESG Scale

key driver 0 issues
driver 0 issues
potential driver 12 issues
1 issues
nota rating
driver
1 issues

How to Read This Page
ESG scores range from 1 to 5 based on a 15-level color gradation. Red (5) is
most relevant and green (1) is least relevant.

The Environmental (E), Social (S) and Governance (G) tables break out the
individual components of the scale. The right-hand box shows the aggregate E,
S, or G score. General Issues are relevant across all markets with Sector-
Specific Issues unique to a particular industry group. Scores are assigned to
each sector-specific issue. These scores signify the credit-relevance of the
sector-specific issues to the issuing entity's overall credit rating. The Reference
box highlights the factor(s) within which the corresponding ESG issues are
captured in Fitch's credit analysis.

The Credit-Relevant ESG Derivation table shows the overall ESG score. This
score signifies the credit relevance of combined E, S and G issues to the
entity's credit rating. The three columns to the left of the owerall ESG score
summarize the issuing entity's sub-component ESG scores. The box on the far
left identifies the some of the main ESG issues that are drivers or potential
drivers of the issuing entity’s credit rating (corresponding with scores of 3, 4 or 5)
and provides a brief explanation for the score.

Classification of ESG issues has been deweloped from Fitch's sector ratings
criteria. The General Issues and Sector-Specific Issues draw on the
classification standards published by the United Nations Priniciples for
Responsible Investing (PRI) and the Sustainability Accounting Standards
Board(SASB).

CREDIT-RELEVANT ESG SCALE

How relevant are E, S and G issues to the overall credit rating?
Highly relevant, a key rating driver that has a significant impact on the rating
on an individual basis. Equivalent to "higher" relative importance wthin
Navigator.

Relevant to rating, not a key rating driver but has an impact on the rating in
combination with other factors. Equivalent to “moderate" relative importance
within Navigator.

Minimally relevant to rating, either very low impact or actively managed in a
‘way that results in no impact on the entity rating. Equivalent to "low er"
relative importance w ithin Navigator.

Irelevant to the entity rating but relevant to the sector,

Irrelevant to the entity rating and irrelevant to the sector.

il
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Simplified Group Structure Diagram

Organizational Structure — Compania de Saneamento Basico do Estado de
Sao Paulo (SABESP)
(BRL Mil., as of Dec. 31, 2019)

State of Sao Paulo Others

50.3% 49.7%

Companhia de Saneamento Basico do
Estado de Sao Paulo (SABESP)
IDR — BB/Stable

USD350 Mil. (BRL 1.4 Bil.) Unsecured Notes 2020, BB

'(IzatShI Debt 15%22 — + BRL3,641 Mil. Unsecured Debentures
otal Del b ; .

EBITDA 6131 BRL7,659 Mil. Bank Debt
Debt/EBITDA (x) 22

EBITDA/Interest (x) 8.3

IDR - Issuer Default Rating.
Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP).
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Peer Financial Summary
Issuer Operating Operating Cash Flow from Total Adjusted
Default Financial NetRevenue EBITDAR (USD EBITDAR Operations Net Debt/
Company Rating  Statement Date (USD 000) 000) Margin (%) (USD 000) EBITDAR (x)
Companhiade Saneamento Basico do
Estado de Sao Paulo (SABESP) BB
BB 2019 3,472,660 1,556,303 448 926,353 1.8
BB 2018 3,417,841 1,577,894 46.2 1,003,409 1.8
BB 2017 3,586,817 1,645,998 459 1,023,739 1.9
Aegea Saneamento e ParticipacoesS.A. BB
BB 2019 544,693 302,573 555 41,476 3.1
BB 2018 449,093 221,808 494 129,877 3.7
BB 2017 388,708 211,357 544 52,501 3.1
Aguay Saneamientos Argentinos S.A. CCC
B 2019 657,968 (228,292) (34.7) (88,253) (3.1)
2018 696,422 (297,758) (42.8) (134,052) (2.6)
2017 713,829 (322,632) (45.2) (106,144) (0.6)
Companhia de Gas de Sao Paulo -
COMGAS BB
BB 2019 2,208,748 637,835 28.9 586,677 14
BB 2018 1,759,041 379,029 215 367,686 1.1
BB+ 2017 1,623,727 475,373 29.3 441,656 1.0
Energisa S.A. BB
BB 2019 4,387,744 819,213 18.7 409,313 45
BB 2018 3,908,552 725,063 18.6 -445,478 4.6
BB 2017 3,833,427 642,573 16.8 200,888 3.3

Source: Fitch Ratings, Fitch Solutions.
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Reconciliation of Key Financial Metrics
(BRL 000, as reported) Dec. 31,2019
Income Statement Summary
Operating EBITDA 7,488,016
+ Recurring Dividends Paid to Non-controlling Interest 0
+ Recurring Dividends Received from Associates 0
+ Additional Analyst Adjustment for Recurring I/S Minorities and Associates 0
= Operating EBITDA After Associates and Minorities (k) 7,488,016
+ Operating Lease Expense Treated as Capitalised (h) 0
= Operating EBITDAR after Associates and Minorities (j) 7,488,016
Debt & Cash Summary
Total Debt with Equity Credit (I) 13,244,709
+ Lease-Equivalent Debt 0
+ Other Off-Balance-Sheet Debt (p) 0
= Total Adjusted Debt with Equity Credit (a) 13,244,709
Readily Available Cash [Fitch-Defined] 2,253,210
+ Readily Available Marketable Securities [Fitch-Defined] 0
= Readily Available Cash & Equivalents (o) 2,253,210
Total Adjusted Net Debt (b) 10,991,499
Cash-Flow Summary
Preferred Dividends (Paid) (f) 0
Interest Received 151,622
+ Interest (Paid) (d) (737,326)
= Net Finance Charge (e) (585,704)
Funds from Operations [FFO] (c) 4,623,678
+ Change in Working Capital [Fitch-Defined] (426,433)
= Cash Flow from Operations [CFO] (n) 4,197,245
Capital Expenditures (m) (3,273,406)
Multiple applied to Capitalised Leases 5.0
Gross Leverage (x)
Total Adjusted Debt/Op. EBITDAR® (a/j) 1.8
FFO Adjusted Gross Leverage (a/(c-e+h-f)) 25
Total Adjusted Debt/(FFO - Net Finance Charge + Capitalised Leases - Pref. Div. Paid)
FFO Leverage ((1+p)/(c-e+h-f)) 25
(Total Debt + Other Debt)/(FFO - Net Finance Charge - Pref. Div. Paid)
Total Debt with Equity Credit/Op. EBITDA? [x] (I/k) 1.8
CFO-Capex/Total Debt with Equity Credit (%) 7.0%
Net Leverage (x)
Total Adjusted Net Debt/Op. EBITDAR? (b/j) 15
FFO Adjusted Net Leverage (b/(c-e+h-f)) 21
Total Adjusted Net Debt/(FFO - Net Finance Charge + Capitalised Leases - Pref. Div. Paid)
FFO Net Leverage ((I+p-0)/(c-e+h-f)) 2.1
Total Adjusted Net Debt/(FFO - Net Finance Charge - Pref. Div. Paid)
Total Net Debt/(CFO - Capex) ((I-0)/(n+m)) 11.9
CFO-Capex/Total Net Debt with Equity Credit (%) 8.4
Coverage (x)
Op. EBITDAR/(Interest Paid + Lease Expense)’ (i/-d+h) 10.2
Op. EBITDA/Interest Paid® (k/(-d)) 10.2
FFO Fixed Charge Cover ((c+e+h-f)/(-d+h-f)) 7.1
(FFO + Net Finance Charge + Capit. Leases - Pref. Div Paid)/(Gross Int. Paid + Capit. Leases - Pref. Div. Paid)
FFO Gross Interest Coverage ((c+e-f)/(-d-f)) 74

(FFO + Net Finance Charge - Pref. Div Paid)/(Gross Int. Paid - Pref. Div. Paid)

“EBITDA/R after dividends toassociates and minorities.
Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estadode Sao Paulo (SABESP).
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Fitch Financial Adjustments — Summary Financials

Corporates

Water/Wastewater Utility

Brazil

Reported Values Sum of Fitch CORP - Lease Other
(BRL 000) Dec. 31.2019 Adjustments Treatment Adjustment Adjusted Values
Income Statement Summary
Revenue 17,983,654 (4,303,866) — (4,303,866) 13,679,788
Operating EBITDAR 7,488,016 (1,357,300) — (1,357,300) 6,130,716
Operating EBITDAR after Associates and Minorities 7,488,016 (1,357,300) — (1,357,300) 6,130,716
Operating Lease Expense 0 0 — — 0
Operating EBITDA 7,488,016 (1,357,300) — (1,357,300) 6,130,716
Operating EBITDA after Associates and Minorities 7,488,016 (1,357,300) — (1,357,300) 6,130,716
Operating EBIT 5,707,922 (1,357,300) — (1,357,300) 4,350,622
Debt & Cash Summary
Total Debt with Equity Credit 13,244,709 0 — - 13,244,709
Total Adjusted Debt with Equity Credit 13,244,709 0 — - 13,244,709
Lease-Equivalent Debt 0 0 — — 0
Other Off-Balance Sheet Debt 0 0 — — 0
Readily Available Cash & Equivalents 2,253,210 0 — — 2,253,210
Not Readily Available Cash &Equivalents 26,018 0 — — 26,018
Cash-Flow Summary
Preferred Dividends (Paid) 0 0 — - 0
Interest Received 151,622 0 — — 151,622
Interest (Paid) (737,326) 0 — — (737,326)
Funds from Operations [FFO] 4,623,678 (548,079) (548,079) - 4,075,599
Change in Working Capital [Fitch-Defined] (426,433) 0 — — (426,433)
Cash Flow from Operations [CFO] 4,197,245 (548,079) (548,079) 3,649,166
Non-Operating/Non-Recurring Cash Flow 0 0 — — 0
Capital (Expenditures) (3,273,4006) 0 — — (3,273,4006)
Common Dividends (Paid) (739,996) 0 — - (739,996)
Free Cash Flow [FCF] 183,843 (548,079) (548,079) - (364,236)
Gross Leverage (x)
Total Adjusted Debt/Op. EBITDAR® 1.8 — — - 2.2
FFO Adijusted Leverage 2.5 — — — 2.8
FFO Leverage 2.5 — — — 2.8
Total Debt with Equity Credit/Op. EBITDA” 18 — — — 2.2
CFO-Capex/Total Debt with Equity Credit (%) 7.0 - - - 2.8
Net Leverage (x)
Total Adjusted Net Debt/Op. EBITDAR? 1.5 - — - 1.8
FFO Adjusted Net Leverage 2.1 — — — 2.4
FFO Net Leverage 2.1 — — — 2.4
Total Net Debt/(CFO- Capex) 11.9 — — — 29.3
CFO-Capex/Total Net Debt with Equity Credit (%) 8.4 — — - 34
Coverage (x)
Op. EBITDAR/(Interest Paid + Lease Expense)® 10.2 — — - 8.3
Op.EBITDA/Interest Paid® 10.2 — — — 8.3
FFO Fixed Charge Coverage 7.1 — — - 6.3
FFO Interest Coverage 7.1 — — — 6.3

“EBITDAV/R after dividends to associates and minorities.

Source: Fitch Ratings, Fitch Solutions, Companhia de Saneamento Basico do Estadode Sao Paulo (SABESP).
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FX Screener

SABESP’s high FX debt exposure may present risks, particularly in the event of significant FX
depreciation combined with meaningful debt maturities, such as in 2020. SABESP’s sound
financial profile and flexibility partially mitigates these concerns. The company had
BRL6.4 billion, or 48% of its total debt, exposed to the FX volatility at YE 2019, while all of its
revenues are generated in local currency.

Fitch FX Screener
(Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP) — BB/Negative. Dec-19. BRLth)

M Reported currency (ST) Reported currency (LT)
" Foreign currency (ST) Foreign currency (LT)
100%

90%

80%
70%
60%
50%
40%
30% 5,907,968

20% 4,632,701

10%

0% 0
Revenue* Costs* EBITDA Total debt* Total cash* Netdebt*

* Post hedge, absolute figures displayed are Fitch’s analytical estimates, based on publicly available information
Source: Fitch Ratings

Fitch FX Screener - Foreign to Reported Currency Stress Test - Absolute Variation
(Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP) — BB/Negative, Dec-19)

(x) EBITDA Net Leverage* (LHS) e FFO Adjusted Leverage (RHS) (x)

2.5 4.0
_ 35

20 —— | 30
15 % 25
2.0

1.0 15
0.5 10
0.5

0.0 0.0

50% 40% 30% 20% 10% 0% -10%  -20%  -30%  -40%  -50%
*EBITDA after Dividends to Associates and Minorities
Source: Fitch Ratings
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Fitch FX Screener - Foreign to Reported Currency Stress Test - Relative Variation
(Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP) — BB/Negative, Dec-19)
(%) «= EBITDA Net Leverage* FFO Adjusted Leverage
40%
30%
20%
10%
0%
-10%
-20%
-30%
-40%
50% 40% 30% 20% 10% 0% -10%  -20%  -30%  -40%  -50%
*EBITDA after Dividends to Associates and Minorities
Source: Fitch Ratings
Covenant Summary
The company is subject to a gross leverage covenant of 3.65x, which may limit its ability to
issue debt for refinancing under distressed operating environments. The concern is mitigated,
though, by its strong financial profile, which allows adequate headroom before covenants are
breached.
Companhia de Saneamento Basico do Estado de Sao Paulo (SABESP)
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