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For purposes of compliance with Rule 15c2-12 of the United States Securities and Exchange Commission
(the “Rule”), this document constitutes an Official Statement of the City of Philadelphia, Pennsylvania (the
“City”) with respect to the Bonds that has been deemed final by the City as of its date, except for the
omission of no more than the information permitted to be so omitted by the Rule.

No dealer, broker, salesperson or other person has been authorized by the City or the Underwriters
(defined herein) to give any information or to make any representations with respect to the Bonds other
than those contained in this Official Statement, and, if given or made, such other information or
representations must not be relied upon. This Official Statement does not constitute an offer to sell or
the solicitation of an offer to buy, nor shall there be any sale of the Bonds by any person in any
jurisdiction in which it is unlawful for such person to make such offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds. The
information set forth herein has been obtained from the City and other sources believed to be reliable
but is not guaranteed as to accuracy or completeness by the Underwriters. This information and
expressions of opinions herein are subject to change without notice, and neither delivery of this Official
Statement nor any sale made hereunder shall, under any circumstances, create any implication that
there has been no change in the affairs of the City or the Water Department since the date hereof.

Statements contained in this Official Statement, including the Appendices hereto, which involve
estimates, forecasts or other matters of opinion, whether or not expressly so described herein, are
intended solely as such and are not to be construed as representations of fact. If and when included in
this Official Statement, the words “expects,” “forecasts,” “projects,” “intends,” “anticipates,”
“estimates,” “assumes” and analogous expressions are intended to identify forward-looking statements
and any such statements inherently are subject to a variety of risks and uncertainties that could cause
actual results to differ materially from those that have been projected. Such risks and uncertainties
which could affect the amount of revenue collected by the City or the Water Department include, among
others, changes in economic conditions and various other events, conditions and circumstances, many of
which are beyond the control of the City and the Water Department. Such forward-looking statements
speak only as of the date of this Official Statement. The City disclaims any obligation or undertaking to
release publicly any updates or revisions to any forward-looking statement contained herein to reflect
any changes in the City’s expectations with regard thereto or any change in events, conditions or
circumstances on which any such statement is based.

Upon issuance, the Bonds will not be registered under the Securities Act of 1933, as amended, will not be
listed on any stock or other securities exchange and neither the Securities and Exchange Commission
nor any other federal, state, municipal or other governmental entity, other than the City (subject to the
limitations set forth herein), will have passed upon the accuracy or adequacy of this Official Statement.

This Official Statement is submitted in connection with the sale of the securities referred to herein and
may not be reproduced or used, in whole or in part, for any other purpose.

The order and placement of materials in this Official Statement, including the Appendices hereto, are
not to be deemed to be a determination of relevance, materiality or importance, and this Official
Statement, including the Appendices, must be considered in its entirety.

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE CITY, THE WATER DEPARTMENT AND THE TERMS OF THE
OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE
NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

IN CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITERS MAY OVER-
ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET
PRICE OF THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN



THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT
ANY TIME WITHOUT PRIOR NOTICE.

This Official Statement speaks only as of the date printed on the cover page hereof. This Official Statement,
and any supplement or amendment thereto, will be delivered to the Municipal Securities Rulemaking Board
through the Electronic Municipal Market Access System.

The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with and as part of
their responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness
of such information.
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OFFICIAL STATEMENT SUMMARY

This summary is furnished to provide limited introductory information regarding the terms of the
Bonds and is qualified by the more detailed descriptions appearing in this Official Statement and the
appendices hereto. The offering of the Bonds is made only by means of this entire Official Statement, and no
person is authorized to make offers to sell or solicit offers to buy the Bonds unless the entire Official Statement
is delivered. Certain terms used in this summary are defined elsewhere in this Official Statement.

The City

The Bonds

Use of Proceeds

Maturity

Interest

Redemption

Ratings

Security for the Bonds

The City of Philadelphia, Pennsylvania (the “City”) is a political subdivision of the
Commonwealth of Pennsylvania.

$269,745,000" City of Philadelphia, Pennsylvania Water and Wastewater Revenue
Bonds, Series 2015A (the “2015A Bonds”) and $97,655,000 City of Philadelphia,
Pennsylvania Water and Wastewater Revenue Refunding Bonds, Series 2015B (the
“2015B Bonds” and, together with the 2015A Bonds, the “Bonds”), as shown on the
inside cover page of this Official Statement.

The 2015A Bonds are being issued for the purpose of providing funds which,
together with other available funds of the City’s Water Department (the “Water
Department”), will be used to finance a portion of the costs of (i) capital
improvements to the City’s Water System and Wastewater System, (ii) a deposit to
the Debt Reserve Account of the Sinking Fund and (iii) the costs of issuance relating
to the 2015A Bonds. The 2015B Bonds are being issued for the purpose of
providing funds which, together with other available funds of the Water Department,
will be used to finance a portion of the costs of (i) the refunding, on a current basis,
of a portion of the City’s outstanding Water and Wastewater Revenue Bonds, Series
2005A and (ii) the costs of issuance relating to the 2015B Bonds. See “PLAN OF
FINANCE” and “ESTIMATED SOURCES AND USES OF FUNDS” contained
herein.

The Bonds mature on the dates in the principal amounts set forth in the inside cover
page hereof.

Interest on the Bonds accrues from their date of delivery and is payable on January 1
and July 1, commencing January 1, 2016, until maturity or earlier redemption.

The Bonds are subject to optional and mandatory redemption prior to maturity as
described herein. See “THE BONDS — Redemption Provisions” contained herein.

Fitch Ratings, Inc. (“Fitch”), Moody’s Investors Service, Inc. (“Moody’s”) and
Standard & Poor’s Rating Services (“S&P”) have assigned credit ratings of “A+”,
with a stable outlook, “A1”, with a stable outlook and “A”, with a positive outlook,
respectively, to the Bonds. See “RATINGS” contained herein.

The Bonds, together with other Water and Wastewater Revenue Bonds currently
outstanding or hereafter issued under the General Ordinance, are revenue bonds
secured by and payable from (i) all rents, rates, fees and charges imposed or charged
for connection to, or use or product of or services generated by the System to the
ultimate users thereof, (ii) all payments under bulk contracts with municipalities,
governmental instrumentalities or other bulk users, (iii) all subsidies or payments
payable by Federal, State or local governments or governmental agencies on account
of the cost of operation of, or the payment of the principal of or interest on moneys
borrowed to finance costs chargeable to the System, (iv) all grants, payments and

" Preliminary, subject to change.



Debt Reserve Account

Debt Service Coverage
Ratio

Equally and Ratably
Secured

Rate Covenant

Consulting Engineer’s
Report

contributions made in aid or on account of the System exclusive of grants and
similar payments and contributions solely in aid of construction and (v) all accounts,
contract rights and general intangibles representing the foregoing (collectively
referred to as, the “Project Revenues™). The City pledges, assigns and grants to the
Fiscal Agent, in trust for the security and payment of all Water and Wastewater
Revenue Bonds, a lien on and security interest in all Project Revenues and all
amounts on deposit in or standing to the credit of the Water and Wastewater Funds,
for the equal and ratable benefit of all present and future holders of Water and
Wastewater Revenue Bonds issued under the General Ordinance. See “SECURITY
FOR THE BONDS” contained herein.

The City is required to deposit in the Debt Reserve Account a portion of the
proceeds of the 2015A Bonds in an amount which, when added to the Outstanding
balance in the Debt Reserve Account, will be equal to the Debt Reserve Requirement
immediately after the issuance of the Bonds. If at any time and for any reason, the
moneys in the Debt Service Account of the Sinking Fund are insufficient to pay as
and when due, the principal of (and premium, if any) or interest on any Bond, the
Fiscal Agent is authorized and directed to withdraw from the Debt Reserve Account
and pay over the amount of such deficiency for deposit in the Debt Service Account.
As of February 27, 2015, the balance in the Debt Reserve Account was
$212,659,929.52, which is in excess of the Debt Reserve Requirement. See
“SECURITY FOR THE BONDS — Debt Reserve Account.”

The General Ordinance mandates a debt service coverage ratio of at least 1.20 for
revenue bond debt service and at least 1.00 for “total debt service” (defined below).

All Water and Wastewater Revenue Bonds (other than Subordinated Bonds) are
equally and ratably secured under the General Ordinance. As of the date of this
Official Statement, no Subordinated Bonds are Outstanding under the General
Ordinance.

The City covenants to Bondholders that it will establish rents, rates, fees and charges
for the use of the System sufficient to yield Net Revenues in each Fiscal Year at least
equal to 1.20 times the Debt Service Requirements for such Fiscal Year. In addition,
the City covenants with Bondholders that Net Revenues, in each Fiscal Year, will be
at least equal to 1.00 times the following, referred to as “total debt service” for such
Fiscal Year: (i) the Debt Service Requirements; (ii) amounts required to be deposited
into the Debt Reserve Account; (iii) debt service payable on General Obligation
Bonds issued for the System; (iv) debt service due on Interim Debt; and (v) the
Capital Account Deposit Amount, less any amounts transferred from the Residual
Fund to the Capital Account. As of the date hereof, no General Obligation Bonds
issued for the System are outstanding, and no Interim Debt is outstanding. See
“SECURITY FOR THE BONDS — Rate Covenant” contained herein.

Prior to and as a condition of the enactment of a supplemental ordinance authorizing
the issuance and delivery of a series of Water and Wastewater Revenue Bonds, the
City is required, under the General Ordinance, to deliver a Consulting Engineer’s
Report to City Council. Black & Veatch Corporation has performed engineering
evaluations of the current condition and financial operations of the System providing
the basis for the required findings that Net Revenues are sufficient to comply with
the Rate Covenant and that the System is in good operating condition. See
“INTRODUCTORY STATEMENT — Consulting Engineer’s Report” and
APPENDIX II for a copy of the Consulting Engineer’s Report.



Book-Entry Only
System

Payment Record

Fiscal Agent/Registrar

Tax Exemption

Investment
Considerations

The Bonds are initially issuable only to Cede & Co., the nominee of The Depository
Trust Company, New York, New York (“DTC”), pursuant to a book-entry only
system. No physical delivery of the Bonds will be made to the beneficial owners of
the Bonds. Principal of and interest on the Bonds will be paid to Cede & Co., which
will distribute such payments to the participating members of DTC for remittance to
the beneficial owners of the Bonds. See APPENDIX VIII herein.

The City has never failed to make a payment of principal of or interest on its Water
and Wastewater Revenue Bonds.

The fiscal agent for the Bonds is U.S. Bank National Association, Philadelphia,
Pennsylvania, a national banking association.

In the opinions of Co-Bond Counsel, interest on the Bonds is excludable from gross
income for purposes of federal income tax, assuming continuing compliance with the
requirements of the federal tax laws. Interest on the Bonds is not a preference item
for purposes of either individual or corporate federal alternative minimum tax;
however, interest paid to corporate holders of the Bonds may be indirectly subject to
alternative minimum tax under certain circumstances described under “TAX
EXEMPTION” herein. Under the laws of the Commonwealth of Pennsylvania, the
Bonds are exempt from personal property taxes and interest on the Bonds is exempt
from Pennsylvania personal income tax and Pennsylvania corporate net income tax.
For a more complete discussion of federal and state tax exemptions, see “TAX
EXEMPTION” contained herein.

For certain investment considerations relating to the decision to purchase the Bonds,
see “INVESTMENT CONSIDERATIONS.”

il
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PRELIMINARY OFFICIAL STATEMENT
relating to

$367,400,000"
City of Philadelphia, Pennsylvania
$269,745,000" $97,655,000°
Water and Wastewater Revenue Bonds, Water and Wastewater Revenue Refunding
Series 2015A Bonds,
Series 2015B

INTRODUCTORY STATEMENT
General

This Official Statement, including the cover page and appendices attached hereto, sets forth certain
information in connection with the issuance by the City of Philadelphia, Pennsylvania, a corporation, body
politic and city of the first class existing under the laws of the Commonwealth of Pennsylvania (the “City”) of
its Water and Wastewater Revenue Bonds, Series 2015A (the “2015A Bonds”) and its Water and Wastewater
Revenue Refunding Bonds, Series 2015B (the “2015B Bonds”, and together with the 2015A Bonds, the
“Bonds™). Capitalized terms used but not otherwise defined in this Official Statement have the meaning
ascribed to them in APPENDIX III - “SUMMARIES OF CERTAIN AUTHORIZATIONS FOR THE
BONDS — Certain Definitions.”

The 2015A Bonds are being issued for the purpose of providing funds which, together with other
available funds of the City’s Water Department (defined herein), will be used to finance a portion of the costs
of (i) capital improvements to the City’s Water System and Wastewater System (as such terms are defined
herein), (ii) a deposit to the Debt Reserve Account of the Sinking Fund, (iii) the costs of issuance relating to
the 2015A Bonds. The 2015B Bonds are being issued for the purpose of providing funds which, together with
other available funds of the City’s Water Department, will be used to finance a portion of the costs of (i) the
refunding, on a current basis, of a portion of the City’s outstanding Water and Wastewater Revenue Bonds,
Series 2005A (the “2005A Bonds™) and (ii) the costs of issuance relating to the 2015B Bonds. See “PLAN OF
FINANCE” herein.

The Bonds are being issued under (i) The First Class City Revenue Bond Act, P.L. 955, Act No. 234
of the General Assembly of the Commonwealth of Pennsylvania, approved October 18, 1972 (the “Act”) and
(ii) the City’s Restated General Water and Wastewater Revenue Bond Ordinance of 1989, approved June 24,
1993 (the “Restated General Ordinance”), as supplemented and amended by seventeen (17) supplemental
ordinances including the Fourteenth Supplemental Ordinance approved by the Mayor on July 5, 2011 (the
“Fourteenth Supplemental Ordinance”) and the Seventeenth Supplemental Ordinance approved by the Mayor
on April 4, 2014 (the “Seventeenth Supplemental Ordinance”), authorizing the issuance of Water and
Wastewater Revenue Bonds, including the 2015A Bonds, and the Fifteenth Supplemental Ordinance approved
by the Mayor on July 5, 2011 (the “Fifteenth Supplemental Ordinance”) and the Sixteenth Supplemental
Ordinance approved by the Mayor on April 24, 2013 (the “Sixteenth Supplemental Ordinance”), authorizing
the issuance of Water and Wastewater Revenue Bonds, including the 2015B Bonds. The Restated General
Ordinance, as supplemented or amended from time to time, is referred to as the “General Ordinance.” All
bonds issued under the General Ordinance (whether prior to or following the date hereof) are referred to herein
as “Water and Wastewater Revenue Bonds.” U.S. Bank National Association, Philadelphia, Pennsylvania, is
acting as Fiscal Agent (the “Fiscal Agent”) for the Water and Wastewater Revenue Bonds.

" Preliminary, subject to change.



The Water Department

Pursuant to the Philadelphia Home Rule Charter (the “Charter”), the City’s Water Department (the
“Water Department”) has the power and duty to operate, maintain, repair and improve the City’s water system
(the “Water System”) and the City’s wastewater system (the “Wastewater System” and together with the Water
System, the “Water and Wastewater Systems” or the “System”). The Water Department, which began water
service in 1801, supplies water to the City and to portions of Montgomery and Delaware Counties,
Pennsylvania, and provides wastewater services to the City and to certain municipalities and authorities located
in Montgomery, Bucks and Delaware Counties. Under the General Ordinance, the Water and Wastewater
Systems are treated as one combined utility for the purpose of revenue bond financing. This has the effect,
among other things, of making all revenues of the two systems available for debt service for all Water and
Wastewater Revenue Bonds. See “THE WATER DEPARTMENT” herein.

Rate Covenant Under the General Ordinance

Under the General Ordinance, the City must set rates and charges at levels that provide sufficient
revenue to meet Operating Expenses (defined herein) of the System, including Interdepartmental Charges
(defined herein) for services provided to the Water Department, and debt service requirements on all
obligations issued for the Water Department, as well as to meet other specific covenants contained in the
General Ordinance. For a more detailed discussion, see “SECURITY FOR THE BONDS - Rate Covenant”
and “RATES” contained herein.

Rate Setting Ordinance and Ratemaking Board

Ordinance #130251-A (the “Rate Ordinance”) became effective as of January 20, 2014. The Rate
Ordinance amended the Philadelphia Code to establish an independent rate making body known as the
Philadelphia Water, Sewer, and Stormwater Rate Board (the “Board”) responsible for fixing and regulating
rates and charges for supplying water, sewer and stormwater services. Any changes to the process for
determination of rates and charges to be implemented by the Board pursuant to the Rate Ordinance are
expected to take effect in future rate proceedings and not during the pendency of the issuance and delivery of
the Bonds. While Water and Wastewater Bonds are outstanding, the Board also will be required to set rates
and charges in amounts sufficient to comply with the provisions of the General Ordinance. For a further
discussion of the Rate Ordinance and the Board, see “RATES — Charter Amendment and Rate Ordinance” and
“RATES — Philadelphia Water, Sewer, and Stormwater Rate Board” herein.

Security for the Bonds

The Bonds are payable from and secured by a pledge of all Project Revenues and amounts on deposit
in the Water and Wastewater Funds. See “SECURITY FOR THE BONDS” herein and APPENDIX III —
“SUMMARIES OF CERTAIN AUTHORIZATIONS FOR THE BONDS.” Under the General Ordinance, a
Debt Reserve Account of the Sinking Fund has been established to secure the Water and Wastewater Revenue
Bonds, other than Subordinated Bonds (as defined herein). For a discussion of the Debt Reserve Account, see
“SECURITY FOR THE BONDS — Debt Reserve Account” herein.

On the date of issuance of the Bonds, the City will deposit, from a portion of the proceeds of the
2015A Bonds, the amount of $§[ ] to the Debt Reserve Account which, together with sums on deposit
therein, will be sufficient to meet the Debt Reserve Requirement (as defined herein) for all Water and
Wastewater Revenue Bonds outstanding after the issuance of the Bonds. See “SECURITY FOR THE BONDS
— Debt Reserve Account.”

Consulting Engineer’s Report

As required under the General Ordinance, as a condition to the enactment of the supplemental
ordinance authorizing the issuance of the Bonds, Black & Veatch Corporation (the “Consulting Engineer”)
performed engineering evaluations of the condition and financial operations of the System, which, based upon
the assumptions recognized in the Consulting Engineer’s Report regarding the estimated future annual



financial operations of the Water and Wastewater Systems, provide the basis for the following findings: (i) that
Project Revenues will be sufficient to meet payment or deposit requirements of the operation, maintenance,
repair and replacement of the System, reserve funds, principal or redemption price and interest on outstanding
Water and Wastewater Revenue Bonds (including the Bonds); (ii) that Net Revenues (including projected
revenue increases as indicated in the Consulting Engineer’s Report) are currently sufficient to comply with the
Rate Covenant and are projected to be sufficient to comply with the Rate Covenant for each of the two Fiscal
Years following the Fiscal Year the Bonds are issued; and (iii) that the System is in good operating condition
or that adequate steps are being taken to return it to good operating condition. In connection with the
enactment of the Fourteenth Supplemental Ordinance, the Fifteenth Supplemental Ordinance, the Sixteenth
Supplemental Ordinance and the Seventeenth Supplemental Ordinance, the Consulting Engineer delivered the
reports required by the General Ordinance. In connection with the issuance of the Bonds, the Consulting
Engineer has delivered to the City its report dated March 18, 2015 (the “Consulting Engineer’s Report”), a
copy of which is attached hereto and incorporated herein by reference as APPENDIX II.

Capital Improvement Program

As required by the Charter, the City has adopted a six-year capital improvement program for the
Water Department to plan and manage the capital investments necessary to fulfill the Water Department’s
service missions, comply with regulatory requirements and preserve and upgrade the System (the “Capital
Improvement Program™). The Water Department updates the Capital Improvement Program annually as part
of its annual budget process, based on a detailed project review by engineering staff, external engineering
consultants, and senior management. For a more detailed discussion of the Water Department’s Capital
Improvement Program, see “CAPITAL IMPROVEMENT PROGRAM” herein.

Financial Information

The operations of the Water Department are accounted for in the Water Fund, which is an enterprise
fund of the City. The Water Fund is an accounting convention established pursuant to the Charter for the
purpose of accounting for the assets, liabilities, revenues, expenses and Rate Covenant compliance for the
Water and Wastewater System.

The City reports its financial performance on a consolidated basis in its audited Comprehensive
Annual Financial Report (“CAFR”). The CAFR is audited by the City Controller. In addition, the City is
required, under the Charter, to issue within one hundred and twenty (120) days after the close of each fiscal
year, a statement as of the end of the fiscal year showing the balances in all funds of the City, including the
Water Fund, the amounts of the City’s known liabilities, and such other information as is necessary to furnish a
true picture of the financial condition of the City and its component units, including the Water Department (the
“Annual Financial Report”). The Annual Financial Report is intended to meet these requirements and is not
audited. It also contains a budgetary comparison schedule for the Water Fund in the required supplementary
information. The Annual Financial Report and the CAFR are available on the City’s Investor Website (defined
below).

The financial information of the Water Fund for the Fiscal Year ended June 30, 2014 attached hereto
as APPENDIX I is derived from the CAFR for the Fiscal Year ended June 30, 2014. The financial information
pertaining to the Water Fund is extracted from the City’s audited financial information contained in the CAFR
in order to present the financial condition of the Water Department separately from the financial condition of
the City and its other funds and units as a whole. The City Controller has neither examined nor expressed an
opinion on the financial statements for the Water Fund contained in APPENDIX I to this Official Statement or
on any other financial data contained in this Official Statement. The City Controller has examined and
expressed opinions on the basic financial statements of the City contained in the CAFR for Fiscal Years 2012,
2013 and 2014. See “GOVERNMENT AND FINANCIAL INFORMATION OF THE CITY OF
PHILADELPHIA — Summary Financial Information — Independent Audit and Opinion of the City Controller”
in APPENDIX IV.

The City Controller has neither participated in the preparation of this Official Statement nor in the
preparation of the budget estimates and projections and cash flow statements and forecasts set forth in various



tables contained in this Official Statement. The City Controller expresses no opinion with respect to any of the
data contained in this Official Statement.

Miscellaneous

Brief descriptions of the Water Department, the Bonds and the security therefor, and certain
information about the City are included herein. All references herein to the Act, the Charter, the General
Ordinance and the Consulting Engineer’s Report are qualified in their entirety by reference to each such
document. A copy of the CAFR for the Fiscal Year ended June 30, 2014, which includes audited financials of
and other information relating to the Water Fund, may be downloaded at http://www.phila.gov/investor (the
“City’s Investor Website”) or at the Municipal Securities Rulemaking Board’s Electronic Municipal Market
Access System (http://www.emma.msrb.org).

The “Terms of Use” statement of the City’s Investor Website, which applies to all users of the City’s
Investor Website, provides, among other things, that the information contained therein is provided for the
convenience of the user, that the City is not obligated to update such information, and that the information may
not provide all information that may be of interest to investors. The information contained on the City’s
Investor Website does not constitute an offer to buy or sell securities, nor is it a solicitation therefor. The
information contained in the City’s Investor Website is not incorporated by reference in this Official Statement
and persons considering the purchase of the Bonds should rely only on information contained in this Official
Statement or incorporated by reference herein.

The foregoing statement as to filing or furnishing of additional information reflects the City’s current
practices, but is not a contractual obligation to the holders of the City’s bonds.

The financial statements of the Water Fund derived from the CAFR for the Fiscal Year ended June 30,
2014 are attached hereto as APPENDIX I. The Consulting Engineer’s Report is attached hereto as
APPENDIX II. Summaries of certain provisions of the Act, the General Ordinance, the Fourteenth and
Seventeenth Supplemental Ordinance, pursuant to which the 2015A Bonds will be issued and the Fifteenth and
Sixteenth Supplemental Ordinances, pursuant to which the 2015B Bonds will be issued (including definitions
of certain terms) are attached hereto as APPENDIX IIl. The Government and Financial Information of the
City is attached hereto as APPENDIX IV. The City of Philadelphia Socioeconomic Information is attached
hereto as APPENDIX V. The forms of opinions of Co-Bond Counsel to be delivered in connection with the
issuance and delivery of the Bonds are attached hereto as APPENDIX VI. The form of Continuing Disclosure
Agreement related to the Bonds is attached hereto as APPENDIX VII. Information relating to the Depository
Trust Company is attached hereto as APPENDIX VIII.

The foregoing information is furnished solely to provide limited introductory information with respect
to the Bonds and does not purport to be comprehensive or definitive. All such information is qualified in its
entirety by reference to the more detailed descriptions appearing elsewhere in this Official Statement, inclusive
of the Appendices, which should be read in its entirety, and to the complete documents referenced herein. The
sale of the Bonds is made only by means of this entire Official Statement.

THE BONDS
General

The Bonds will be issued in the aggregate principal amount, will be dated, will bear interest at the
rates and will mature on the dates and in the amounts shown on the inside front cover page of this Official
Statement. The Bonds will be issued in fully-registered form, registered in the name of Cede & Co., as
nominee of The Depository Trust Company (“DTC”) pursuant to DTC’s Book-Entry Only System. See
APPENDIX VIII herein.

The Bonds will be dated and will bear interest from their date of delivery and will be issued in
denominations of $5,000 or any integral multiple thereof. Interest on the Bonds, calculated on the basis of a
360-day year comprised of twelve 30 day months, will be payable semiannually on January 1 and July 1 of



each year, beginning January 1, 2016 (each, an “Interest Payment Date”). The Record Date for the Bonds will
be each June 15 and December 15.

Redemption Provisions
2015A Bonds

Optional Redemption. The 2015A Bonds maturing on or prior to July 1, 20 are not subject to
optional redemption prior to maturity. The 2015A Bonds maturing on or after July 1, 20 are subject to
optional redemption prior to maturity on or after July 1, 20, at the option of the City, as a whole or in part on
any date in the maturities selected by the City and within a maturity and a given interest rate by lot as
determined by the Fiscal Agent at the redemption price of 100% of the principal amount of the 2015A Bonds
to be redeemed, plus accrued interest to the redemption date.

Mandatory Sinking Fund Redemption. The 2015A Bonds maturing on July 1,20 and July 1,20
are subject to mandatory sinking fund redemption prior to maturity, as drawn by lot by the Fiscal Agent, in the
following years at a redemption price equal to 100% of the principal amounts set forth below.

Year
(July 1) : Principal Amount
20 $
20__
20

“Final maturity

Year
(July 1) Principal Amount
20 $
20
20

“Final maturity

The principal amount of the 2015A Bonds required to be redeemed on each mandatory sinking fund
redemption date may be reduced by the principal amount of the 2015A Bonds theretofore redeemed (otherwise
than by mandatory sinking fund redemption) or delivered to the Fiscal Agent for cancellation, and not
theretofore applied as a credit against any mandatory sinking fund redemption obligation. Any such reduction
will be applied as a credit against the mandatory sinking fund obligation for the year or years selected by the
City.

2015B Bonds

Optional Redemption. The 2015B Bonds maturing on or prior to July 1, 20 are not subject to
optional redemption prior to maturity. The 2015B Bonds maturing on or after July 1, 20 are subject to
optional redemption prior to maturity on or after July 1, 20, at the option of the City, as a whole or in part on
any date in the maturities selected by the City and within a maturity and a given interest rate by lot as
determined by the Fiscal Agent at the redemption price of 100% of the principal amount of the 2015B Bonds
to be redeemed, plus accrued interest to the redemption date.

" Preliminary, subject to change.



Debt Service Requirements

The following table sets forth the existing aggregate debt service requirements for all Outstanding
Water and Wastewater Revenue Bonds, including the 2005A Bonds to be refunded with the proceeds of the

2015B Bonds.
Table 1
Debt Service Requirements

Fiscal Aggregate Debt

Year Service on 2015A 2015A 2015B 2015B

Ending Outstanding Bonds Bonds Bonds Bonds Aggregate
June 30 Bonds (N@OHG) Principal Interest Principal Interest Debt Service
2015 $ 204,910,294 $ $ $ $ $
2016 212,067,661

2017 193,168,697

2018 195,033,281

2019 145,866,578

2020 135,610,630

2021 135,925,642

2022 124,961,846

2023 125,820,815

2024 100,767,787

2025 100,620,220

2026 97,726,308

2027 95,361,837

2028 80,159,099

2029 89,662,222

2030 89,539,631

2031 89,530,424

2032 89,526,837

2033 59,321,681

2034 59,197,438

2035 59,183,581

2036 59,163,969

2037 31,736,375

2038 31,736,625

2039 31,736,625

2040 31,738,250

2041 47,578,625

2042 29,173,075

2043 29,167,131

2044 10,767,625

Total®  $2,786,760,810 $ $ $ $ s

(1) Includes total debt service requirements for Fiscal Year 2015. As of February 27, 2015, $135,073,404 has been paid.

(2) Interest on the Series 1997B Bonds is assumed at a rate of 0.0547%, the average interest rate on the Series 1997B Bonds for the 24
consecutive months immediately preceding the date of calculation.

(3) Interest for the Series 2005B Bonds is calculated at a fixed swap rate of 4.53% per annum; actual rate may vary.

(4) Includes debt service for the 1999 Pennvest Bond, 2009 Pennvest Bonds, and 2010 Pennvest Bond.

(5) Reflects debt service outstanding as of June 30, 2014 and draw downs for Fiscal Year 2015 on Pennvest Loan 2010B.

(6) Totals may not add due to rounding.



SECURITY FOR THE BONDS
Equally and Ratably Secured

All Water and Wastewater Revenue Bonds (other than Subordinated Bonds) are equally and ratably
secured under the General Ordinance. AS OF THE DATE OF THIS OFFICIAL STATEMENT, NO
SUBORDINATED BONDS ARE OUTSTANDING UNDER THE GENERAL ORDINANCE.

Pledge of Project Revenues

Pursuant to the General Ordinance, the City pledges and assigns to the Fiscal Agent, in trust, for the
security and payment of all Water and Wastewater Revenue Bonds (other than Subordinated Bonds) issued
under or subject to the General Ordinance, and grants to the Fiscal Agent, in trust, a lien on and security
interest in all Project Revenues and amounts on deposit in or standing to the credit of the Water and
Wastewater Funds. The Fiscal Agent must hold and apply the security interest in and lien on Project Revenues
and funds and accounts, in trust, for the equal and ratable benefit and security of all present and future holders
of Water and Wastewater Revenue Bonds (other than Subordinated Bonds). The General Ordinance provides
that such pledge also may be for the benefit of the provider of a Credit Facility or a Qualified Swap (as defined
therein), or any other person who undertakes to provide moneys for the account of the City for the payment of
principal or redemption price of and interest on any series of Water and Wastewater Revenue Bonds (other
than Subordinated Bonds), on an equal and ratable basis with the holders of Water and Wastewater Revenue
Bonds (other than Subordinated Bonds).

[Remainder of page left blank intentionally]



Priority and Application of Project Revenues

The priority and application of Project Revenues under the terms of the General Ordinance and other
amounts deposited into the Revenue Fund are set forth below:

Payment of Operating Expenses;

v

Payment of the principal or redemption price of and interest on Water and Wastewater Revenue Bonds issued
under the General Ordinance (except Subordinated Bonds), regularly scheduled payments under any Swap
Agreement, payments under any Credit Facility to repay advances thereunder to pay any of the foregoing and
payments with respect to fees and expenses in respect of any Credit Facility;

v

Payments into the Debt Reserve Account to the extent necessary to cure a deficiency therein;

v

Payments into any debt reserve account established within the Sinking Fund and not held for the equal and
ratable benefit of all Water and Wastewater Revenue Bonds (other than Subordinated Bonds) to the extent

necessary to cure a deficiency therein;

Payment of principal or redemption price of and interest on any Subordinated Bonds;

!

All payments due under a Qualified Swap, other than regularly scheduled swap payments, including, without
limitation, any payments due to a Swap Provider upon the early termination of a Swap Agreement;

v

Transfer to the City of the amount necessary to pay General Obligation Bonds issued for the System;

v

Transfer to the Rate Stabilization Fund of the amount determined by the Water Commissioner;

v

Transfer to the Capital Account of the Construction Fund the sum of the Capital Account Deposit Amount, the
Debt Service Withdrawal and the Operating Expense Withdrawal, less any amounts transferred to the Capital

Account from the Residual Fund; and

After providing for repayment of any inter-Fund loans, transfer to the Residual Fund of any amount remaining
on deposit in the Revenue Fund.

The General Ordinance permits the application of Project Revenues to pay Interdepartmental
Charges and permits moneys to be transferred in each Fiscal Year from the Residual Fund to the City’s
General Fund in an amount not to exceed the lower of (A) all Net Reserve Earnings (as defined below)
or (B) $4,994,000. In Fiscal Years 2012, 2013 and 2014, the Water Department transferred $1,086,164.69,



$560,156.08 and $400,363.54, respectively, to the City’s General Fund. ‘“Net Reserve Earnings” means the
amount of interest earnings during the Fiscal Year on amounts in the Debt Reserve Account and the
Subordinated Bond Fund less the amount of interest earnings during the Fiscal Year on amounts in any such
reserve funds and accounts giving rise to a rebate obligation pursuant to Section 148(f) of the Internal Revenue
Code of 1986, as amended.

Water and Wastewater Funds

Funds and Accounts. The Act and the General Ordinance establish the following funds and accounts
to be held by the Fiscal Agent:

(a) Revenue Fund,

(b) Sinking Fund and within such fund a Debt Service Account, a Charges Account and a Debt
Reserve Account;

(©) Subordinated Bond Fund;
(d) Rate Stabilization Fund;

(e) Construction Fund and within such fund an Existing Projects Account, a Bonds Proceeds
Account and a Capital Account; and

® Residual Fund and within such fund a Special Water Infrastructure Account.

The foregoing funds are referred to herein as the “Water and Wastewater Funds.” The Water and
Wastewater Funds are required under the General Ordinance to be held separate and apart from all other funds
and accounts of the City and the Fiscal Agent, and the funds and accounts therein shall not be commingled
with, loaned or transferred among themselves or to any other City funds or accounts except as expressly
permitted by the General Ordinance. The General Ordinance also establishes a Rebate Fund, which is not held
for the benefit of the holders of the Water and Wastewater Revenue Bonds.

Project Revenues. The City is required by the General Ordinance to cause all Project Revenues
received by it on any date to be deposited into the Revenue Fund upon receipt thereof by the City, and the
Fiscal Agent shall, upon receipt of Project Revenues, deposit such Project Revenues into the Revenue Fund.
The City and Fiscal Agent also shall cause to be deposited into the Revenue Fund such portion of the proceeds
of the Bonds as are designated by Supplemental Ordinance or Bond Committee Determination and any other
funds directed to be deposited into the Revenue Fund by the City. Except for the transfer to the Residual Fund,
the City has covenanted in the General Ordinance that it will not direct the Fiscal Agent to transfer, loan or
advance proceeds of the Bonds or Project Revenues from the Water and Wastewater Funds to any City account
for application other than as permitted under the General Ordinance.

Project Revenues include, among other things, rents, rates, fees and charges from users of the products
and services generated by the System (collectively, “rates and charges”). Collection and accounting of rates
and charges are administered by the Water Revenue Bureau within the City’s Department of Revenue. (See
“THE WATER DEPARTMENT — Administration” herein.) Historically, all rates and charges collected by the
Water Revenue Bureau, whether by cashier, mail, or electronic payment, are recorded upon receipt, and are
held temporarily by the City’s fiscal agent in a consolidated cash account of the City. The City generates a
report of rates and charges collected at each day’s end and transfers, typically on the next day, all rates and
charges so held to one or more accounts controlled by the Fiscal Agent for the Water and Wastewater Funds
for deposit by the Fiscal Agent into the Revenue Fund. The City is undertaking an examination of this
collection and accounting process with a view towards effecting deposit of rates and charges with the Fiscal
Agent into the Revenue Fund as and when received.

See APPENDIX I — “FINANCIAL STATEMENTS OF THE WATER FUND DERIVED FROM
THE CAFR FOR FISCAL YEAR ENDED JUNE 30, 2014” and APPENDIX III — “SUMMARIES OF
CERTAIN AUTHORIZATIONS FOR THE BONDS” for additional information concerning the application of
Project Revenues and further description of the funds and accounts established under the General Ordinance
and their purposes.



Interfund Loans. If at any time sufficient moneys are not available in the Revenue Fund to pay
Operating Expenses (defined herein) and to make the transfers described above under “Application of Project
Revenues,” then amounts on deposit in the Construction Fund, Rate Stabilization Fund and Residual Fund may
be loaned temporarily, at the written direction of the City, to the Revenue Fund, for the payment of such
Operating Expenses to the extent of the deficiency, until such loaned amounts are required by the Water
Department for purposes of the Fund making the loan. “Operating Expenses” means all costs and expenses of
the Water Department necessary to operate and maintain the System in good operating condition, including,
without limitation, salaries and wages, purchases of services by contract, costs of materials, supplies and
expendable equipment, maintenance costs, costs of any property or the replacement thereof or for any work or
project, related to the System (that is not properly chargeable to property, plant and equipment), pension and
welfare plan and workers’ compensation requirements, provisions for claims, refunds and uncollectible
receivables and services performed for the Water Department by other City departments or commissions or
required to be charged to the Water Department under the Charter. If a similar deficiency exists in the
Construction Fund, amounts on deposit in the Revenue Fund, Rate Stabilization Fund and Residual Fund may
be loaned temporarily, at the written direction of the City, to the Construction Fund, to the extent of the
deficiency, until required by the Water Department for purposes of the Fund making the loan.

The Water Department typically makes an interfund loan in each Fiscal Year from the Rate
Stabilization Fund to the Revenue Fund to provide working capital, which loan is repaid at the end of such
Fiscal Year. Additionally, the interfund loan provisions of the General Ordinance were exercised in Fiscal
Year 2013 in connection with the replenishment of the Debt Reserve Account after the provider of the surety
policy on deposit in the Debt Reserve Account was downgraded and no longer eligible to be included in the
calculation of the Debt Reserve Requirement under the General Ordinance. See “ — Debt Reserve Account”
below for additional information concerning the Debt Reserve Account and the surety policy. The Water
Department may make other interfund loans from time to time in accordance with the provisions of the
General Ordinance.

Debt Reserve Account

The General Ordinance establishes within the Sinking Fund a Debt Reserve Account that will be
funded (if required to be funded) with the proceeds of each series of Water and Wastewater Revenue Bonds;
provided, however, that if the Supplemental Ordinance authorizing a series of Water and Wastewater Revenue
Bonds shall so authorize, the deposit to the Debt Reserve Account in respect of such Water and Wastewater
Revenue Bonds may be accumulated from Project Revenues over a period of not more than three Fiscal Years
after the issuance and delivery of the related Water and Wastewater Revenue Bonds. The moneys and
investments in the Debt Reserve Account will be held and maintained in an amount equal at all times to the
Debt Reserve Requirement. “Debt Reserve Requirement” means, with respect to all Water and Wastewater
Revenue Bonds, an amount equal to the lesser of (i) the greatest amount of Debt Service Requirements payable
in any one Fiscal Year (except that such Debt Service Requirement will be computed as if any Qualified Swap
did not exist and the Debt Service Requirements attributable to any Variable Rate Bonds may be based upon
the fixed rate of interest as set forth in the Supplemental Ordinance or Bond Committee Determination for such
bonds), determined as of any particular date and (ii) the maximum amount to be financed with proceeds of
bonds permitted by Section 148(d)(1) of the Code. Debt Service Requirements, with reference to a specified
period, means: (a) amounts required to be paid into any mandatory sinking fund established for the benefit of
each series of Water and Wastewater Revenue Bonds during such period; (b) amounts needed to pay the
principal or redemption price of such Water and Wastewater Revenue Bonds maturing during such period and
not to be redeemed at or prior to maturity through any sinking fund established for the benefit of such series of
Water and Wastewater Revenue Bonds; (c) interest payable on such series of Water and Wastewater Revenue
Bonds during such period, with adjustment for capitalized interest or redemption through any sinking fund
established for the benefit of such Water and Wastewater Revenue Bonds; and (d) all net amounts, if any, due
and payable by the City under a Qualified Swap during such period. If at any time the moneys in the Debt
Service Account of the Sinking Fund are insufficient to pay as and when due the principal of (and premium, if
any) or interest on any series of Water and Wastewater Revenue Bonds or other obligations payable from the
Debt Service Account (including obligations arising in connection with Qualified Swap Agreements and
Credit Facilities), the Fiscal Agent is required to transfer from the Debt Reserve Account the amount of such
deficiency for deposit in the Debt Service Account.
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With respect to any issue of Water and Wastewater Revenue Bonds, in lieu of the required deposit
into the Debt Reserve Account, the City may cause to be deposited into the Debt Reserve Account a surety
bond, an insurance policy or an irrevocable letter of credit. Under the terms of the General Ordinance, any
surety bond, insurance policy or letter of credit provided by the City in lieu of required deposits within the
Debt Reserve Account would, at the time of issuance thereof, have to meet the credit quality requirements of
the General Ordinance as follows:

e The bond insurer must be an insurer whose municipal bond insurance policies results in such
issues being rated not lower than the second highest rating category (without distinction) by either Moody’s or
S&P.

o The letter of credit issuer must be a bank or trust company which is rated not lower than the
second highest rating category (without distinction) by either Moody’s or S&P. See APPENDIX III -
“SUMMARIES OF CERTAIN AUTHORIZATIONS FOR THE BONDS — The Restated General Water and
Wastewater Revenue Bond Ordinance of 1989 — Debt Reserve Account.”

The Mayor approved the Debt Reserve Account Amendment on January 23, 2007 (the “Debt Reserve
Account Amendment”), pursuant to which the Director of Finance is authorized to apply moneys currently on
deposit in the Debt Reserve Account to purchase a qualified surety bond or insurance policy, to transfer the
resulting excess moneys in the Debt Reserve Account to the Special Water Infrastructure Account within the
Residual Fund and to apply the moneys deposited therein to the cost of renewals, replacements and
improvements to the System. The Debt Reserve Account has been funded with the proceeds of Water and
Wastewater Revenue Bonds, funds of the Water Department, earnings on investments in the Debt Reserve
Account and a surety policy (the “Surety Policy”) issued on November 26, 2007 by Assured Guaranty
Municipal Corp. (formerly known as Financial Security Assurance Inc., “AGM”) in the aggregate principal
amount of $67,000,000. On January 17, 2013, Moody’s downgraded the insurance financial strength rating of
AGM to “A2” from “Aa3”. As a result of the downgrade, the Surety Policy no longer met the requirements of
the General Ordinance. In response, the Water Department, through the Fiscal Agent, transferred U.S.
Treasury securities and cash from the Residual Fund to the Debt Reserve Account to meet the Debt Reserve
Requirement. The Surety Policy, which expires on July 1, 2035 remains in effect, and in the event of a draw on
the Debt Reserve Account, the Surety Policy requires that cash available in the Debt Reserve Account be
applied first, before the Surety Policy is drawn upon. If in the future AGM’s rating were to meet the
requirements of the General Ordinance and the Surety Policy remains in effect, the Water Department will
have the right, but not the obligation, to transfer from the Debt Reserve Account such cash and U.S. Treasury
securities on deposit in excess of the Debt Reserve Requirement to the Revenue Fund; and any portion of such
excess that constitutes Bond proceeds may be applied only to pay debt service on Water and Wastewater
Bonds or costs of eligible capital projects of the Water Department. See APPENDIX III — “SUMMARIES
OF CERTAIN AUTHORIZATIONS FOR THE BONDS — The Restated General Water and Wastewater
Revenue Bond Ordinance of 1989 — Residual Fund” for a discussion of the Residual Fund and the permitted
uses of amounts on deposit therein.

The Debt Reserve Requirement for all Outstanding Water and Wastewater Revenue Bonds, as of
February 27, 2015 was $212,067,661.35. The balance on account in the Debt Reserve Account as of
February 27, 2015, was $212,659,929.52, of which $714,670.57 is accrued interest. PFM Asset Management
LLC, in its capacity as investment advisor, calculated the foregoing amounts. On the date of issuance of the
Bonds, the amount on deposit in the Debt Reserve Account, which will include the deposit related to the
2015A Bonds, will be sufficient to meet the Debt Reserve Requirement for all Water and Wastewater Revenue
Bonds outstanding after the issuance of the Bonds. THE VALUE OF THE SURETY POLICY
DESCRIBED IN THE PRECEDING PARAGRAPH IS EXCLUDED IN CALCULATING THE
AMOUNT ON DEPOSIT IN THE DEBT RESERVE ACCOUNT, EVEN THOUGH SUCH SURETY
POLICY REMAINS IN EFFECT.
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Rate Covenant

The Rate Covenant contained in Section 5.01 of the General Ordinance (the “Rate Covenant”)
requires, while any Water and Wastewater Revenue Bonds remain outstanding, the City to establish rents,
rates, fees and charges for the use of the Water and Wastewater Systems sufficient to yield Net Revenues in
each Fiscal Year at least equal to 1.20 times the Debt Service Requirements for such Fiscal Year (recalculated
to exclude therefrom principal and interest payments in respect of Subordinated Bonds, of which none exist).
In addition, Net Revenues (defined herein), in each Fiscal Year, must be at least equal to 1.00 times the sum of
the following for such Fiscal Year: (i) the Debt Service Requirements (including Debt Service Requirements in
respect of Subordinated Bonds); (ii) amounts required to be deposited into the Debt Reserve Account; (iii) debt
service payable on General Obligation Bonds issued for the System; (iv) debt service due on Interim Debt; and
(v) the Capital Account Deposit Amount, less any amounts transferred from the Residual Fund to the Capital
Account. As of the date hereof, no general obligation bonds issued for the System are outstanding, and no
Interim Debt is outstanding. Net Revenues for any period means: the Project Revenues collected during such
period and deposited into the Revenue Fund plus (x) the amounts, if any, transferred from the Rate
Stabilization Fund into the Revenue Fund as of the end of such period and (y) interest earnings during such
period on moneys in any of the funds or accounts established under the General Ordinance to the extent such
interest earnings are credited to the Revenue Fund pursuant to the General Ordinance, and minus the sum of
(a) Operating Expenses incurred during such period and (b) the amounts, if any, transferred from the Revenue
Fund to the Rate Stabilization Fund as of the end of such period; provided, however that in determining such
Net Revenues, the Initial Deposit shall not reduce such Net Revenues. To ensure compliance with the Rate
Covenant, the General Ordinance requires that the City review its rents, rates, fees and charges promptly upon
any material change in the circumstances which were contemplated at the time such rents, rates, fees and
charges were reviewed, but not less frequently than once each Fiscal Year. For a discussion of the Water
Department’s experience in meeting the Rate Covenant, see “HISTORICAL AND PROJECTED FINANCIAL
INFORMATION — Compliance with Rate Covenant” herein. Notwithstanding any future changes in the rate
making process, while any Water and Wastewater Bonds remain outstanding, the City is required to comply
with the Rate Covenant.

Rate Ordinance

The Rate Ordinance established the Board, an independent rate making body responsible for setting
prospective rates and charges for water, sewer and stormwater services in accordance with the standards set
forth in the Philadelphia Code. The City and the Water Department processes and procedures remain in force
consistent with the Rate Ordinance, until such time as the Board establishes new processes and procedures.
Changes, if any, by the Board to the process for setting rates and charges shall take effect after the issuance
and delivery of the Bonds. For a further discussion of the Rate Ordinance, see “RATES — Charter Amendment
and Rate Ordinance” herein.

Insurance Covenants

In addition to the Rate Covenant described above, for each Fiscal Year, the City has covenanted to
AGM that, for so long as any of the Series 2005A Bonds, the Series 2005B Bonds or the portion of the Series
2010A Bonds insured by AGM are outstanding, the City will establish rates and charges for the use of the
Water and Wastewater Systems sufficient to yield Net Revenues (excluding amounts transferred from the Rate
Stabilization Fund into the Revenue Fund as of the end of such Fiscal Year) at least equal to 90% of the Debt
Service Requirements (excluding debt service due on any Subordinated Bonds) in such Fiscal Year (the “90%
Test”). The City also has covenanted that in addition to the conditions described below under “- Additional
Bonds,” any calculation by a Consulting Engineer of the City’s projected compliance with the Rate Covenant
in connection with the proposed issuance of Additional Bonds must state that Net Revenues (excluding
amounts transferred from the Rate Stabilization Fund to the Revenue Fund as of the end of such Fiscal Year)
for such Fiscal Year included in the projection period are projected to be at least equal to 90% of the Debt
Service Requirements (excluding debt service due on any Subordinated Bonds) for such Fiscal Year. The
foregoing agreement is for the benefit of AGM only and may be amended or waived by AGM in its sole
discretion without the consent of holders of the Bonds.
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The Water Department has met these additional rate covenants for each of the Fiscal Years such
covenants have been in effect.

Additional Bonds

The General Ordinance permits the issuance of additional bonds, which may be secured on a parity
basis with the outstanding bonds issued under thereunder. The General Ordinance imposes certain conditions
on the issuance of additional bonds, including the condition that a report of a Consulting Engineer be delivered
to City Council stating that the Net Revenues are currently sufficient to comply with the Rate Covenant and
are projected to be sufficient to comply with the Rate Covenant for each of the two Fiscal Years following the
Fiscal Year in which the additional bonds are to be issued; provided that, if interest on any of the additional
bonds is to be capitalized, the projection shall extend to the two Fiscal Years following the Fiscal Year up to
which interest is capitalized. See APPENDIX III — “SUMMARIES OF CERTAIN AUTHORIZATIONS FOR
THE BONDS” for a discussion of the circumstances under which additional bonds may be issued under the
General Ordinance.

Transfer to an Authority

The City is authorized under the General Ordinance, upon the satisfaction of the conditions specified
in the General Ordinance, to convey and assign to a municipal authority or another entity (the “Transferee”) all
or substantially all of the City’s right, title and interest in and to the System, so long as such Transferee
assumes the City’s obligations under the General Ordinance. Thereafter, the City would be released from all
of its obligations under the General Ordinance and under the outstanding Water and Wastewater Revenue
Bonds and the Transferee would assume such obligations. For more information on the conditions precedent to
such a transfer, see APPENDIX III — “SUMMARIES OF CERTAIN AUTHORIZATIONS FOR THE
BONDS — Summary of Operative Provisions of the General Ordinance — Conveyance of System and
Assignment, Assumption and Release.”

Limitations on Effectiveness of Pledge of Project Revenues and Water and Wastewater Funds

The effectiveness of the pledge of the Project Revenues and the Water and Wastewater Funds may be
limited because, while the Fiscal Agent will have custody of the Water and Wastewater Funds, the City will
have complete control of deposits into and expenditures from the Water and Wastewater Funds, except for
amounts on deposit in the Sinking Fund, including the Debt Reserve Account. No requisition procedure or
other similar procedure will be established for the expenditure of moneys by the City from the Water and
Wastewater Funds, and no consent or approval of the Fiscal Agent is required to be obtained by the City as a
condition of the City’s expenditure of such moneys. The Fiscal Agent will not monitor deposits into or
withdrawals from the Water and Wastewater Funds (other than the Sinking Fund, including the Debt Reserve
Account) or the purposes for which such moneys are utilized.

The General Ordinance provides that if the City fails to make a deposit of Project Revenues as
required under the General Ordinance, the Fiscal Agent is authorized to and shall seek, by mandamus or other
suit, action or proceeding at law or in equity, the specific enforcement or performance of the obligation of the
City to cause the Project Revenues to be transferred to the Revenue Fund.

No daily, monthly or other periodic deposits are required to be made into the Sinking Fund prior to the
dates on which debt service payments on the Water and Wastewater Revenue Bonds are due.

The enforcement of remedies available to Bondholders (or the Fiscal Agent or any trustee for
Bondholders) under the Act or the General Ordinance may be limited by the Federal Bankruptcy Code, as now
or hereafter enacted, and other laws or legal or equitable principles which may affect the enforcement of
creditors’ rights. Examples of limitations on the remedies of Bondholders are discussed below.
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OUTSTANDING INDEBTEDNESS AND OTHER LONG-TERM AGREEMENTS
Outstanding Indebtedness

As set forth in the table below, as of February 27, 2015, there was outstanding $1,779,781,224
aggregate principal amount of Water and Wastewater Revenue Bonds, referred to collectively as the

“Outstanding Bonds.” The Water Department’s maximum annual debt service requirement is $212,067,661
and occurs in Fiscal Year 2016. See APPENDIX I — Bonded Debt for Fiscal Year Ended June 30, 2014.

Table 2

Outstanding Indebtedness

Original Principal Outstanding
Amount Principal Amougt Fixed/Variable Year of
Series of Bonds (in thousands) (in thousands) Rate Maturity
1997B $ 100,000 $ 60,400 Variable 2027
Pennvest 1999 6,700 357 Fixed 2019
2005A 250,000 111,715 Fixed 2035
2005B 86,105 51,640 Variable 2017
2007A 191,440 137,010 Fixed 2027
2007B 153,595 151,975 Fixed 2031
2009A 140,000 140,000 Fixed 2036
2010A 396,460 251,830 Fixed 2019
2010C 185,000 185,000 Fixed 2040
2011A 135,000 135,000 Fixed 2041
2011B 49,855 49,855 Fixed 2026
2012 70,370 65,005 Fixed 2028
2013A 170,000 170,000 Fixed 2043
2014A 123,170 30,000 Fixed 2043
Pennvest 2009B 42,886 23,677 Fixed 2025
Pennvest 2009C” 57,268 34,366 Fixed 2026
Pennvest 2009D" 84,759 61,750 Fixed 2028
Pennvest 2010B° 30,000 27,031 Fixed 2032
TOTAL $2,272,608 $1,779,781

" The interest rate on the Pennvest Bonds is 1.193% during the first 5 years of amortization and thereafter 2.107% until
maturity.
Inclusive of outstanding principal of the 2005A Bonds to be refunded using the proceeds of the 2015B Bonds.

On May 15, 2013, in connection with the purchase of the Series 2005B Bonds by Banc of America
Preferred Funding Corporation (“Banc of America”) the City and Banc of America entered into a Continuing
Covenants Agreement dated as of May 1, 2013 (the “Continuing Covenants Agreement”). To review the
events of default contained in the Continuing Covenants Agreement and certain remedies available to Banc of
America upon the occurrence of such an event of default, please refer to the Municipal Securities Rulemaking
Board’s Electronic Municipal Market Access System (http://www.emma.msrb.org), where a redacted version
of the Continuing Covenants Agreement has been made available to the public.

Swap Agreement

On December 5, 2002, the City entered into an ISDA Master Agreement, Schedule and a
Confirmation (collectively, the “Swap Agreement”) with Citigroup Financial Products Inc., as successor to
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Salomon Brothers Holding Company, Inc. (the “Swap Provider”). Pursuant to the terms of the Swap
Agreement, the City pays to the Swap Provider a fixed rate of 4.53% and receives from the Swap Provider a
floating rate equal to the variable interest rate due on the Series 2005B Bonds. The initial notional amount
under the Swap Agreement was $86,105,000, and as of February 27, 2015, the outstanding notional amount
was $51,640,000. Upon entering into the Swap Agreement, the City received an upfront payment of
$4,000,000. As of February 27, 2015, if the Swap Agreement were to be terminated early, the City would be
required to pay a termination payment to the Swap Provider in the approximate amount of $3,195,396. The
Series 2005B Bonds associated with the Swap Agreement represent approximately 2.9% of the Water
Department’s outstanding debt. The termination date of the Swap Agreement is August 1, 2018. The City has
no other swap agreements outstanding.

Other Obligations

Contract for Biosolids Treatment with Philadelphia Biosolids Services, LLC

In 2008, the City entered into a long-term contract and lease with the Philadelphia Municipal
Authority (the “PMA”) for the PMA to operate the Water Department’s existing Biosolids Recycling Center
(the “BRC”). The PMA and Philadelphia Biosolids Services, LLC (“PBS”) entered into a Service Agreement
(the “PBS Service Contract”), pursuant to which PBS designed and built, and currently operates, a facility at
the BRC to dispose of biosolids captured during wastewater treatment. The PMA is required to make annual
payments to PBS for operating the BRC. Pursuant to a Service Agreement between the PMA and the City (the
“City Service Contract”), the City assumed all of PMA’s obligations under the PBS Service Contract. The
obligations under the City Service Contract constitute Operating Expenses of the Water Department. Fiscal
Year 2013 was the first full year of operation of the BRC, and the City paid to PMA, from revenues generated
from the Water Department, $21,275,441. In Fiscal Year 2014, the City paid, from revenues generated from
the Water Department, $20,364,249 to PMA. The Water Department’s payment obligation for Fiscal Year
2015 is budgeted to be $21,650,000. The Water Department’s payment obligation for Fiscal Year 2016 is
expected to be $22,170,000. The City Service Contract contains adjusters for the Consumer Price Index,
Producer Price Index and fluctuations in diesel prices, among others; thus, expenditures under the City Service
Contract may vary over time. The contract expires on October 13, 2028, and contains the possibility of a five-
year renewal term at the option of the Water Department. See “THE SYSTEM — Wastewater System —
Environmental Compliance” for more information on biosolids treatment and utilization at the BRC.

Northeast Water Pollution Control Plant Cogeneration Facility

In 2011, the City entered into a long-term contract and lease with the PMA for the PMA to arrange the
construction, financing, maintenance and sublease of a digester gas cogeneration facility at the Northeast
Water Pollution Control Plant. The PMA entered into a lease (the “Lease”) with BAL Green Biogas I, LLC, a
special purpose entity of Bank of America (the “Lessor”), which requires the PMA to make certain lease
payments to the Lessor. Pursuant to a sublease dated December 23, 2011 (the “Sublease”), the City assumed
all of the PMA’s obligations under the Lease. The obligations under this contract constitute Operating
Expenses of the Water Department. During Fiscal Year 2013, no payments were made by the Water
Department for this facility. In Fiscal Year 2014, the City paid to the Lessor from revenues generated from the
Water Department, $3,773,819, including lease payments of $2,427,767, maintenance fees of $1,291,352, and
legal, administrative, and other miscellaneous fees of $54,700. The Water Department’s payment obligation
for Fiscal Year 2015 is budgeted to be $4,707,000. The Water Department’s payment obligation for Fiscal
Year 2016 is expected to be $5,706,000. Expenditures, including maintenance fees, may vary during the term
of the contract. The Sublease expires on September 25, 2029, unless renewed by PMA for an additional term
of eighteen months.

Automatic Meter Reading

In 1997, the City, through the PMA, entered into a long-term contract with ITRON for the
replacement of residential water meters with new meters equipped with radio transmitter devices and for
services and materials required to implement, operate and maintain the Automatic Meter Reading System.
Unless renewed, the contract terminates in 2017, and includes the option of two one-year renewal terms
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through 2019. The Water Department paid ITRON, through the PMA, $1,984,362 and $1,964,275 in Fiscal
Years 2014 and 2013, respectively, for meter reading services. This obligation constitutes an Operating
Expense of the Water Department. Additionally, the Water Department paid ITRON, through the PMA,
$1,809,838 and $1,732,516 in Fiscal Year 2014 and 2013, respectively, for the purchase of new water meters.
This obligation constitutes a capital expenditure of the Water Department. The Water Department’s payment
obligation to ITRON for Fiscal Year 2015 is budgeted to be $2,200,000 for meter reading services and
$2,000,000 for the purchase of new water meters. The Water Department’s payment obligation for Fiscal Year
2016 is expected to remain the same as Fiscal Year 2015.

Laurel Street Combined Sewer Overflow Project

In 2011, the City entered into an Amended and Restated Development and Tax and Claim Settlement
Agreement (the “Sugarhouse Agreement”) with Sugarhouse HSP Gaming, L.P. (“HSP”). In accordance with
the Sugarhouse Agreement, HSP is required to fund the development and expansion of the Laurel Street
Combined Sewer Overflow Project. As compensation for the development and expansion of the project, HSP
has been allotted a five-year credit against real estate taxes and settlement payments otherwise due to the City.
This credit is equal to 28 percent of the amount expended by HSP on the Laurel Street Combined Sewer
Overflow Project. If the credit exceeds the amount of real estate taxes and settlement payments otherwise due
to the City, the credit carries over to the following year. The Laurel Street Combined Sewer Overflow Project
is a capital asset of the Water Department; thus, the Water Department is required to transfer to the General
Fund of the City the amount of the credit. To the extent that the credit is attributable to the development and
expansion of the project, which is an improvement of the System, the Water Department’s obligation
constitutes a capital expenditure. The Water Department’s obligation is expected to be approximately $3.5
million per year from Fiscal Year 2014 through Fiscal Year 2018.

REMEDIES OF BONDHOLDERS

Remedies under the Act and the General Ordinance available to Bondholders and to any trustee for
Bondholders appointed by the holders of 25% of the outstanding principal amount of any series of Water and
Wastewater Revenue Bonds in default are described in APPENDIX III — “SUMMARIES OF CERTAIN
AUTHORIZATIONS FOR THE BONDS.” In addition to the remedies therein described, Bondholders or a
trustee therefor are entitled under the Pennsylvania Uniform Commercial Code to remedies as secured parties
with respect to the Project Revenues and the funds on deposit in the Water and Wastewater Funds. See
“INVESTMENT CONSIDERATIONS — Limited Recourse on Default.”

Enforcement of Bondholders’ rights may be limited by and is subject to the provisions of the Federal
Bankruptcy Code, as now or hereafter enacted, and to other laws or legal or equitable principles which may
affect the enforcement of creditors’ rights. References to the Federal Bankruptcy Code should not be
construed as implying that the City expects to resort to the provisions of such statute or that, if it did, any
proposed restructuring would include a dilution of the sources of payment of and security for the Bonds. See
“INVESTMENT CONSIDERATIONS — Bankruptcy” herein.

PLAN OF FINANCE

The City is issuing the 2015A Bonds in furtherance of the Water Department’s Capital Improvement
Program. The 2015A Bonds are being issued for the purpose of providing funds which, together with other
available funds of the Water Department, will be used to finance a portion of the costs of (i) capital
improvements to the Water and Wastewater System, (ii) a deposit to the Debt Reserve Account of the Sinking
Fund and (iii) the costs of issuance relating to the 2015A Bonds. The City is issuing the 2015B Bonds to
provide funds which, together with other available funds of the Water Department, will be used to finance a
portion of the costs of (i) the refunding, on a current basis, of a portion of the 2005A Bonds and (ii) the costs
of issuance relating to the 2015B Bonds.

A portion of the proceeds of the 2015B Bonds will be irrevocably deposited with the Fiscal Agent to
be held in the Sinking Fund for redemption of the 2005A Bonds on July 1, 2015.
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ESTIMATED SOURCES AND USES OF FUNDS

The following table sets forth estimated sources and uses of the proceeds of the Bonds.

Sources of Funds 2015A Bonds 2015B Bonds Total

Principal Amount of the
Bonds $
Net Original Issue Premium/
Discount
Total Sources of
Funds $

Uses of Funds

Redemption of 2005A

Bonds $
Deposit to Project Fund
Deposit to Debt Reserve

Account
Costs of Issuance’

Total Uses of Funds $

* Includes Underwriters’ discount; legal, printing, rating agency, consultant, Fiscal Agent and financial advisor fees; and
other expenses of the issuance and offering of the Bonds.

THE WATER DEPARTMENT
General

The Water Department was established by the City pursuant to the Charter with the power and duty to
operate, maintain, repair and improve the Water and Wastewater Systems. The Charter requires that rates and
charges for supplying water and for wastewater treatment service be fixed and regulated in accordance with
standards established by City Council. Such standards must enable the City to realize from rates and charges
an amount at least equal to operating expenses and debt service requirements on any debt incurred or to be
incurred for the Water and Wastewater Systems, including general obligations and revenue bond obligations,
and proportionate charges for all services performed for the Water Department by all officers, departments,
boards or commissions of the City. See “HISTORICAL AND PROJECTED FINANCIAL INFORMATION —
Compliance with Rate Covenant” below. The Charter also authorizes the Water Department, with the approval
of City Council, to enter into contracts for supplying water service and sewer and sewage disposal service to
users outside the limits of the City.

The operations of the Water Department are accounted for in the Water Fund, which is an enterprise
fund of the City. The Water Fund is an accounting convention established pursuant to the Charter for the
purpose of accounting for the assets, liabilities, revenues, expenses and Rate Covenant compliance for the
Water and Wastewater Systems. See APPENDIX I — “FINANCIAL STATEMENTS OF THE WATER
FUND DERIVED FROM THE CAFR FOR FISCAL YEAR ENDED JUNE 30, 2014” attached hereto.

Administration

The Water Department is managed by a Commissioner appointed by the Managing Director of the
City with the approval of the Mayor. The Commissioner then appoints deputies with the approval of the City’s
Managing Director. Substantially all other employees of the Water Department are appointed under the City’s
Civil Service Regulations.

Under the Charter, the City’s Department of Revenue performs all functions relating to meter reading,
customer accounts and collections for the Water Department through the Water Revenue Bureau. The
Department of Revenue and the Water Revenue Bureau are under the direction of the Director of Finance. The
Director of Finance, as the chief financial, accounting and budget officer of the City, has overall responsibility
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for the fiscal administration of all City departments, including the Water Department. Audits of all City
departments, including the Water Department, are performed annually by the Office of the City Controller.
The Law Department of the City, headed by the City Solicitor, handles all legal matters affecting the Water
Department.

The following are brief biographical descriptions of the Commissioner, his deputies and the senior
management of the Water Department:

Howard M. Neukrug, P.E. was appointed Water Commissioner in February, 2011. He has served the
Water Department for 36 years in various capacities, including Deputy Commissioner of Planning and
Environmental Services; Director, Office of Watersheds; and Director, Planning and Technical Services. He is
a recognized national leader in the United States water industry and has specific expertise in utility
management; water quality — regulations and policy; infrastructure renewal, replacement and resiliency; and
long-term capital and system planning. Mr. Neukrug has served on numerous national, state and local boards
and advisory councils. He is a Professional Engineer, with a degree in Civil and Urban Engineering from the
University of Pennsylvania, where he currently teaches.

Mami Hara, AICP, ASLA was appointed Deputy Commissioner/Chief of Staff of the Philadelphia
Water Department in April, 2012. Previously, Ms. Hara was a leader of a national private practice in urban
planning and urban design for 24 years. She specialized in large scale civic projects, green infrastructure and
sustainability plans, and water corridor planning around the U.S. and abroad. She has been an instructor in
planning and design at the University of Pennsylvania and Temple University and an advisor to the Urban
Land Institute, the Sustainable Cities Design Academy, U.S. Green Building Council, The Conservation Fund
and the Mayors’ Institute on City Design. She is a certified planner, with a B.A. in Design of the Environment
from the University of Pennsylvania and a Masters in Landscape Architecture from Harvard University.

Debra A. McCarty was appointed Deputy Water Commissioner in April, 2004. She is principally
responsible for managing the Water Department’s Operations Division. She received a Bachelor of
Engineering Sciences in Environmental Engineering from Johns Hopkins University. After serving in a
private engineering firm for several years, she began her employment with the Water Department in 1982.
Since her initial appointment, Ms. McCarty has held a number of increasingly responsible engineering and
managerial positions, such as holding the position of Chief of Wastewater, which included responsibility for
the operation of the City’s three largest wastewater treatment plants. She also served as plant manager of the
Southwest Water Pollution Control Plant and Process Manager for the Northeast Water Pollution Control
Plant.

David A. Katz was appointed Deputy Water Commissioner in June, 2001, managing the Water
Department’s environmental compliance efforts. Previously, Mr. Katz had served as Divisional Deputy City
Solicitor. He has been with the City’s Law Department since 1987 and has served as the General Counsel to
the Water Department since April, 1992. He holds a B.S. in Economics from the Wharton School, University
of Pennsylvania and a J.D. from the Washington College of Law, American University. Prior to joining the
Law Department, Mr. Katz served in a variety of public and private legal positions.

Christopher Crockett was appointed Deputy Water Commissioner in February, 2011, managing the
Water Department’s Planning and Environmental Services efforts. Since 2007, he had served as head of the
Water Department’s Planning and Research Unit. He has held a number of increasingly responsible positions
since joining the Water Department in 1995, primarily in research, planning, regulatory compliance, and
laboratory services, and has become a nationally-known expert on many aspects of the water and stormwater
industries. He holds a bachelor’s degree in Civil Engineering, a Masters in Environmental Engineering, and a
Doctorate in Environmental Engineering from Drexel University and is Registered Professional Engineer in
Pennsylvania.

Scott J. Schwarz was appointed as Divisional Deputy City Solicitor and General Counsel to the
Philadelphia Water Department in March, 2013. He joined the City’s Law Department in 2009, serving as a
Senior Attorney in the Law Department’s Regulatory Affairs Unit. Prior to that, he spent over 25 years
working in the environmental law divisions of law firms in Philadelphia and Washington, D.C. and gained
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government experience working for the State of Alabama’s Office of the Attorney General and the U.S.
Environmental Protection Agency. Mr. Schwarz received a B.S. in biology from Bucknell University and a
J.D. from George Washington University.

Gerald D. Leatherman was appointed Deputy Water Commissioner for Human Resources &
Administration in April, 2013. Since March 2008, Mr. Leatherman was Divisional Deputy City Solicitor and
General Counsel to the Water Department. He joined the City’s Law Department in 2003, serving as a Deputy
City Solicitor in the Housing Code Enforcement and Neighborhood Transformation Divisions. Prior to that,
Mr. Leatherman worked in the General Counsel’s Office of the Philadelphia Housing Development
Corporation and in private practice. Mr. Leatherman received a B.A. from American University and a J.D.
from the Temple University Beasley School of Law.

Joanne Dahme was appointed General Manager of the Public Affairs Division in January, 2009. She
holds a B.C.E. degree in Civil Engineering from Villanova University and an M.J. in Journalism and a Masters
in Creative Writing, both from Temple University. Ms. Dahme joined the Water Department in 1980 and
served as the Manager of the Public Affairs Division from 1994 to 1999. She later served as a Watersheds
Programs Manager for the Water Department’s Office of Watersheds until returning to assume her current
position in Public Affairs. She currently serves on the board of the Delaware Estuary Program in addition to
several regional watershed planning committees.

Melissa LaBuda was appointed Deputy Commissioner in August, 2014 and Assistant Deputy
Commissioner in October, 2013. Melissa has overall responsibility for the Water Department’s financial
management including: accounting operations and financial reporting; budget formulation and execution; and
financial planning. Ms. LaBuda joined the Water Department from a global financial institution where she
was an investment banker to Public Power and Combined Utility systems. Previously, Ms. LaBuda worked for
Public Financial Management, Inc. as both a financial advisor and a fixed income trader. In these roles, Ms.
LaBuda has raised in excess of $25 billion in the capital markets. Melissa received her B.S. from Bloomsburg
University in 1995.

James George was appointed Assistant Deputy Commissioner in October 2013. He has 27 years of
experience in the areas of budgeting, accounting, cash management, contract management and information
systems. Prior to joining the Water Department, Mr. George was appointed as Assistant Director —
Management and Budget Department for Wayne County, Pennsylvania for five years. From 1987 to 2005 Mr.
George worked for the City of Detroit in various capacities, including as Assistant Director — Financial
Services and as Financial Manager for Detroit Water and Sewerage Department. He holds a Bachelor of Arts
in Accounting from Kerala University, India and a Master of Commerce in Accounting from Himachal
Pradesh University, India.

Stephen J. Furtek was appointed General Manager of Planning and Engineering (now Engineering
and Construction) in March, 2005. Mr. Furtek is a registered Professional Engineer and holds a B.S. in Civil
and Urban Engineering from the University of Pennsylvania. He has held a number of increasingly
responsible positions since joining the Water Department in 1982, including Supervisor of the Water and
Sewer Design Section and Manager of the Design Branch.

Geoffrey L. Brock was appointed Water IT Director in May, 2012. He is responsible for directing
Information Sciences and Technology services for the Water Department. Prior to this position, Mr. Brock had
been Director of the Bureau of Laboratory Services for 27 years. In addition to these responsibilities, Mr.
Brock served as Director of a federally funded Contamination Warning System Demonstration Pilot, a multi-
year, $12,000,000 project developed to prevent, detect and respond to threats to the drinking water supply and
serves as a model for water utilities across the United States. Mr. Brock holds a B.S. in Civil and
Environmental Engineering from Cornell University.

Michelle L. Bethel was appointed Deputy Revenue Commissioner in charge of the Water Revenue
Bureau in July, 2008. She holds a B.S. in Accounting with a Minor in Public Relations from Kutztown
University and an M.B.A. in Human Resource Management from the University of Phoenix. Prior to her
appointment as Deputy Revenue Commissioner, Ms. Bethel worked for the Commonwealth of Pennsylvania
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Department of Revenue in Harrisburg for 14 years. Ms. Bethel has extensive knowledge of and experience
with customer service, collections, and compliance issues gained through working in increasingly responsible
management positions.

Personnel Information

As of December 31, 2014, the Water Department employed approximately 1,947 permanent
employees, of whom 1,430 are represented by District Council 33 and 299 by District Council 47, both of the
American Federation of State, County and Municipal Employees. The balance (218 permanent employees)
represents the Water Department’s upper management, supervisory and senior engineering and administrative
personnel who are not eligible for union membership. The wages and salaries of approximately 232
employees in the Water Revenue Bureau are funded by the Water Department. Union representation in the
Water Revenue Bureau parallels that of the Water Department. The City recently entered into new collective
bargaining agreements with District Councils 33 and 47, and the Water Department has accounted for its
corresponding financial obligations under the terms of these new labor agreements in its budget. For a
summary of the terms of such labor agreements, see APPENDIX IV — “GOVERNMENT AND FINANCIAL
INFORMATION — Expenditures of the City — Overview of Current Labor Situation.”

Pension Obligations of the Water Department

The City maintains a single employer defined-benefit pension program (the “Municipal Pension
Plan”), which provides benefits to police officers, firefighters, non-uniformed employees, and non-represented
appointed and elected officials, including employees of the Water Department. Contributions are made by the
City to the Municipal Pension Fund from (i) the City’s General Fund, (ii) funds that are received by the City
from the Commonwealth for deposit into the Municipal Pension Fund, and (iii) various City inter-fund
transfers, representing amounts contributed, or reimbursed, to the City’s General Fund for pensions from the
Water Fund, Aviation Fund, and certain other City funds or agencies. For a more complete discussion of the
City’s Pension System, see APPENDIX IV — GOVERNMENT AND FINANCIAL INFORMATION -
“Pension System.”

For Fiscal Years 2012, 2013 and 2014, payments from the Water Fund to the City’s General Fund for
the Municipal Pension Fund were $48,613,215, $55,959,398, and $60,755,454, respectively. The Water
Department has budgeted for a payment from the Water Fund to the City’s General Fund for the Municipal
Pension Fund of $53,700,000 for Fiscal Year 2015.

Relationship to the City

The Water Department is one of the City’s ten operating departments. As such, the Water Department
reports to the Office of the Managing Director. The Water Department relies on other City departments and
agencies for support of its operations. Eight departments receive a direct appropriation (“interdepartmental
direct obligations™) from the Water Department’s operating budget at the beginning of each fiscal year to fund
the support services to be rendered to the Water Department in such fiscal year. The eight departments are: the
Revenue Department (Water Revenue Bureau) for meter reading, billing and collection services; the Law
Department for legal services; the Department of Public Property for the rental of office space and parking; the
Office of Fleet Management for vehicle acquisition, fuel, and vehicle maintenance; the Office of Innovation
and Technology for communications and computer support services; the Procurement Department for services
related to the acquisition of goods and services; the Office of the Director of Finance for fringe benefits,
indemnities and support services; and the Sinking Fund Commission for the payment of debt service.

Approximately 15 City departments and agencies, including the Revenue Department and the
Department of Public Property, provide additional services to the Water Department during the year for which
the Water Department pays them at the close of each fiscal year (“Interfund Charges”). Total Interfund
Charges to the Water Department for the services provided by these departments totaled $7,714,419 for Fiscal
Year 2014, $10,792,914 for Fiscal Year 2013, and $9,074,727 for Fiscal Year 2012. These services include
purchasing of services, supplies and equipment by the Procurement Department; certain communication
services by Office of Innovation and Technology; street repairs by the Streets Department; disbursements and
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cash management by the Director of Finance; auditing services by the Office of the City Controller; debt
management services by the Office of the City Treasurer; testing and hiring services from the Office of Human
Resources and Labor Relations unit and other support services provided by the Managing Director’s Office,
Civil Service Commission, Department of Licenses & Inspections, and the Police Department.

The City is the Water Department’s largest customer. (See Table 3 — Top 10 Retail Customers for
Fiscal Year Ending June 30, 2014.) For Fiscal Year 2014, the City paid $29,209,108 from its General Fund
and $3,712,191 from the Aviation Fund, for total interfund transfers to the Water Department of $32,921,294.
Water, sewer, stormwater, fire connection and ground water charges (collectively referred to as, “Standard
Services”) totaled $23,394,458. Other services provided by the Water Department, including standard pressure
fire hydrants, inlet cleaning and snow removal (collectively referred to as, “Other Services”) totaled
$9,526,836 for Fiscal Year 2014. For Fiscal Year 2013, the City paid $29,207,732 from its General Fund and
$3,125,300 from the Aviation Fund, for total interfund transfers to the Water Department of $32,333,032.
Charges totaled $23,524,413 and $8,808,619 for Standard Services and Other Services, respectively, for Fiscal
Year 2013. For Fiscal Year 2012, the City paid $25,994,297 from its General Fund and $2,282,880 from the
Aviation Fund, for total interfund transfers to the Water Department of $28,277,177. Charges totaled
$20,173,350 and $8,103,827 for Standard Services and Other Services, respectively, for Fiscal Year 2012. The
Fiscal Year 2015 budget includes an estimate of $29,866,349 for charges to the City’s General Fund and an
additional $3,897,481 for charges to the City’s Aviation Fund, for a total estimated interfund transfers to the
Water Department of $33,763,830. Such payments are credited to the Water Fund for each Fiscal Year as of
the last day of such Fiscal Year; and payment occurs on or before October 31 in the same calendar year. See
APPENDIX IV - “GOVERNMENT AND FINANCIAL INFORMATION OF THE CITY OF
PHILADELPHIA.”

THE SYSTEM

The Water Department provides water, wastewater and stormwater services to the City and certain
municipalities in the Philadelphia metropolitan area. The Water Department’s service area for wastewater
service and treatment is larger than its service area for water services and includes the City and certain
municipalities in the Philadelphia metropolitan area. The following sections describe the largest customers of
the Water Department, the Water Department’s wholesale contracts and the Water and Wastewater Systems,
including certain environmental matters corresponding to each.

The City and Other Large Customers

The City is the largest customer of the Water Department. In addition to charges for general service
customers, which are based on metered water consumption, the Water Department charges the City for water
and wastewater services provided to City properties and for operation and maintenance of the fire system
(consisting of hydrants and pumping stations).

The ten largest customers of the Water Department for water, wastewater and stormwater services for
Fiscal Year 2014 are set forth in the table below. The Water Department does not charge itself or include in

revenue the retail value of the water, sewer and stormwater services used by the Water Department.

[Remainder of page left blank intentionally]
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Table 3

Top 10 Retail Customers
Fiscal Year Ending June 30, 2014

% Total Consumption % Total
Customer Billing ($) Billings (ccf) Consumption
CITY OF PHILADELPHIA" $23,394,457.95  3.73% 2,162,437 3.01%
PHILADELPHIA HOUSING AUTHORITY 12,057,791.00  1.92% 1,662,824 2.31%
PHILADELPHIA SCHOOL DISTRICT 6,134,544.00  0.98% 546,777 0.76%
VEOLIA ENERGY PHILADELPHIA 5,770,029.00  0.92% 1,189,253 1.66%
UNIVERSITY OF PENNSYLVANIA 4,336,676.00  0.69% 818,803 1.14%
FEDERAL GOVERNMENT 4,039,235.00  0.64% 366,470 0.51%
HONEYWELL RESIN & CHEMICALS LLC 3,551,780.00  0.57% 2,238,629 3.12%
TEMPLE UNIVERSITY 2,689,143.00  0.43% 525,019 0.73%
PAPERWORKS INDUSTRIES INC 2,358,277.00  0.38% 1,318,240 1.84%
UNIV. OF PA. HEALTH SYSTEM 2,099,849.00 0.33% 461,883 0.64%
TOTAL $66,431,781.95  10.59% 11,290,335 15.72%
Total Overall Billing/Consumption $627,033,728.00 100% 71,828,877 100%

"The total above for the City of Philadelphia includes the following charges for Standard Services only:
(1) $16,162,777.04 — General Fund; (ii) $3,711,886.43 — Aviation Fund; (iii) $1,742,215.51 — Philadelphia Zoo; and
(iv) $1,777,578.97 — Ground Water. Charges for Other Services totaled $9,526,836. In Fiscal Year 2014, the City paid
the Water Department a total of $32,921,294 for Standard Services and Other Services.

The table on the following page presents revenues as of June 30, 2014 and describes certain terms of
the Water Department’s wholesale contracts for water and wastewater services as of December 31, 2014. The
last column sets forth each wholesale customer’s proportional share of the Water Department’s Combined
Sewer Overflow Long Term Control Plan (“LTCP”) expenditures under its consent order and agreement
(“COA LTCP Expenditures”) with the PaDEP (defined below). The revenues, as reported below, are as of
June 30, 2014.

[Remainder of page left blank intentionally]
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Table 4

Wholesale Water and Wastewater Customer Revenues and Contract Terms
Fiscal Year Ending June 30, 2014

Wastewater

Delcora'

Bucks County Water & Sewer

Authority (BCWSA)

Upper Darby Township

Lower Southampton Township

Cheltenham Township

Lower Merion Township

Springfield Township
Erdenheim

Springfield Township
Wyndmoor

BCWSA (for Bensalem)3

Abington Township

Lower Moreland Township

Total

Water

Bucks County Water
& Sewer Authority”
Aqua Pennsylvania, Inc.

Total

Total Wholesale Revenues

Note: All customers other than Bensalem, Lower Merion, and Upper Darby
have capital charges included in their operation and maintenance bills.

Original COA
Contract Contract LTCP
O0&M Capital Total Start Date =~ End Date  Cost (%)
$ 7,680,973 - $ 7,680,973 03/04/1974 04/1/2028 9.44%
6,690,793 $ 105,000 6,795,793  02/08/1971  3/31/2038 N/A
2,914,748 144,774 3,059,522  01/10/1957  8/08/2023 N/A
2,040,003 828,589 2,868,592 02/18/1957 6/30/2024 N/A
1,807,829 1,071,000 2,878,829  11/20/1923  6/30/2025 2.43%
2,455,957 138,762 2,594,719  09/02/1903 N/A N/A
1,500,437 551,000 2,051,436 08/05/1931 6/30/2023 7.79%
145,047 116,000 261,047 08/05/1931 6/30/2023 N/A?
1,434,476 126,168 1,560,644 01/03/1955 6/30/2023 N/A
610,428 469,000 1,079,428 12/09/1958  6/30/2023 0.58%
492,027 236,000 728,027 06/12/1967 3/31/2017 N/A
$27,772,718  $3,786,293 $31,559,011 - - 13.25%
$ 5,055,771 $2,812,000 $7,867,771 03/15/1966 6/30/2014 N/A
2,581,031 1,088,000 3,669,031 06/29/2000 3/01/2026 N/A
$ 7,636,802 $3,900,000 $11,536,802 - - -
$35,409,520 $7,686,293 $43,095,813 - - -

'Delcora allocated Capital based on assets in service after 7/4/11.
*The total amount of COA LTCP Expenditures covered by the Springfield-Wyndmoor contract is reflected in the Springfield

Erdenheim amount.

*Bucks County Water and Sewer Authority maintains and operates the Bensalem Township Sewer System.
*BCWSA terminated their wholesale water contract on 6/30/2014.
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The Water System

The Water System’s service area includes the City and several municipalities in the Philadelphia
metropolitan area. Based on the 2013 U.S. Census Bureau estimate, the Water System served approximately
1,610,165 individuals, of which 1,553,165 live in the City and approximately 57,000 live in Montgomery and
Delaware Counties.

As of June 30 2014, the Water System served approximately 475,000 active retail customer accounts
using 3,028 miles of mains and 25,321 fire hydrants. As of June 30, 2014, approximately 53,000 water and/or
wastewater accounts were in non-service status for a variety of reasons but largely because of non-payment.

The City obtains approximately 58% of its water from the Delaware River and the balance from the
Schuylkill River. The City is authorized by the Pennsylvania Department of Environmental Protection (the
“PaDEP”) to withdraw up to 423 million gallons per day (“MGD”) from the Delaware River and up to 258
MGD from the Schuylkill River. The Water Department and PaDEP are in the process of renewing the Water
Department’s water allocation permits. Once the permits are renewed, the Water Department will begin
discussions with the Delaware River Basin Commission to ratify it.

Water treatment is provided by the Samuel S. Baxter Water Treatment Plant on the Delaware River
and by the Belmont and Queen Lane Water Treatment Plants on the Schuylkill River. The combined rated
treatment capacity of these plants under the Water Department’s Partnership for Safe Water procedures is 546
MGD, and their combined maximum treatment capacity is 680 MGD. The storage capacity for treated and
untreated water in the combined plant and distribution system totals 1,065.5 million gallons (“MG”). In Fiscal
Year 2014, the Water System distributed 90,213 MG of water at an average daily rate of 239.5 MGD. In
Fiscal Year 2014, the maximum water production experienced by the Water System in one day was 295.5 MG.

The following sections include a discussion of recent developments regarding certain infrastructure of
the Water System relating to the Baxter Plant, a description of wholesale contracts for water service and an

overview of environmental matters respecting the Water System.

Baxter Water Treatment Plant Clear Well

In May 2010, the Water Department discovered a failed 4-foot by 6-foot section in the vegetated roof
cover of the clear water basin (“CWB”) at the Baxter Plant. The CWB contains 50 million gallons of finished
water from the Baxter Plant and supplies the Lardner’s Point Pump Station. The Water Department
temporarily repaired and covered the breach and continuously monitors water quality at the influent and
effluent of the CWB. No adverse effects have been observed and access to the failed roof area has been
closed-off to prevent further damage to the basin in operation.

The Water Department has completed a thorough underwater inspection and condition assessment of
the basin, the outlet chamber and the influent valves. Structural improvements were made to the CWB outlet
structure and stoplog chamber and new aluminum stoplog panels were constructed, installed and tested in
January and March 2012. The successful test of the stoplog panels and operation of the influent valves
confirmed the Water Department’s capability to isolate the CWB in case of an emergency. The Water
Department has sufficient storage upstream of the CWB and a permanent by-pass conduit as a viable
emergency alternative to the CWB.

The Water Department also repaired, re-commissioned and demonstrated the “A-stage” pumps at
Lardner’s Point Pump Station that would be required to be put into service in the event of a CWB outage. The
Water Department will replace the CWB with four SMG basins and associated piping. This project will be
completed in two phases. The first phase is to install two SMG basins (10MG of total storage) and is estimated
to cost approximately $75 million. This first phase is expected to be bid for construction in calendar year
2015. The second phase is not expected to start until the next six year capital plan for Fiscal Years 2022-2027.
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Wholesale Contracts

The Water Department has a wholesale contract for water services with Aqua Pennsylvania, Inc.
(“AP”) under which the Water Department has agreed to provide wholesale water service through March 1,
2026. Sales to AP generated total annual revenues of $3,669,031 in Fiscal Year 2014, $3,496,946 in Fiscal
Year 2013 and $3,797,974 in Fiscal Year 2012. The agreement provides for service through two
interconnections — one in Tinicum Township, Delaware County and another in Cheltenham Township,
Montgomery County. The Tinicum interconnection allows for an average daily draw of 3.705 MGD and
maximum daily demand of 7.0 MGD. The Cheltenham interconnection allows for an average daily draw of
2.0 MGD and a maximum daily demand of 2.5 MGD.

Environmental Compliance

Drinking Water Regulatory Achievements

The water provided by the Water System meets all physical, chemical, radiological and bacteriological
water quality standards established by the United States Environmental Protection Agency (the “EPA”) under
the Safe Drinking Water Act and by the PaADEP. The Water Department is aware of recent proposed and
planned state and federal regulations relating to drinking water quality and has completed research and
monitoring efforts with respect to the content and status of these regulations so that it will be able to comply
with such regulations when adopted.

The Water Department continues to prepare for possible future regulations regarding the distribution
system. The Water Department has a district metered zone, uses online water quality monitors at reservoirs,
pump stations and other distribution system locations, and Water System hydraulic monitoring and modeling.
All of these tools allow the Load Control Center to research and track water through the Water System. The
Water Department is actively involved in monitoring, commenting on, and implementing practices to respond
to rules and regulations for distribution systems enacted by the PaDEP and the EPA.

Full implementation of the EPA’s Stage 2 Disinfection and Disinfection Byproducts Rule (“Stage 2
D/DBPR”) began in April 2012 with reporting to the PaDEP as the primary agency. The Water Department,
through previous treatment changes made over the last decade to reduce disinfection byproduct production, is
in full compliance with the rule requirements. All three water treatment facilities - Baxter, Queen Lane and
Belmont - are operating the enhanced coagulation process to achieve the total organic carbon removal goals.
The Water Department is in full compliance with Stage 2 D/DBPR for all 16 monitoring locations as
determined by the Initial Distribution System Evaluation Report, which report was approved by the PaDEP.

Also in April 2012, the EPA’s Long Term Stage 2 Enhanced Surface Water Treatment Rule
(“LT2ESWTR”) was fully implemented. The Water Department, through previous treatment changes, is in
full compliance with requirements of the rule for all three facilities. Queen Lane is the only one of the three
facilities designated as a Bin 2 facility and subject to stricter turbidity removal goals necessary to meet the
Cryptosporidium removal credit requirements. Queen Lane has complied with these requirements consistently
over the past six years including 2014. A second round of regulatory monitoring for Cryptosporidium will
begin April 2015 for a two year sampling period. The Water Department’s Bureau of Laboratory Services
(“BLS”) will maintain a PaDEP-accredited lab and has contracted for the use of selected private laboratories to
perform the testing and reporting required.

The EPA’s third Unregulated Contaminant Monitoring Regulation (“UCMR-3") was published in
May, 2012. Every five years, the EPA is required to collect national occurrence data for unregulated
contaminants from a list of up to 30 unregulated contaminants. Previously, the Water Department complied
with UCMRs 1 & 2. BLS began UCMR-3 monitoring in May 2013, and collected quarterly samples for one
year. Drinking water samples were collected and analyzed for 27 chemical contaminants. In compliance with
the regulation, the BLS reviewed and reported all results to the EPA during 2014. The results were published
in the Water Department’s annual Consumer Confidence Report for 2013 and will again be reported for 2014.
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Lead and Copper Rule Compliance History

Pursuant to the Federal Safe Drinking Water Act, as amended (the “Clean Water Act”), the Water
Department is required to conduct Lead and Copper Rule (“LCR”) monitoring every three years. Compliance
monitoring in 2014 demonstrated that the Water Department continues to be in compliance with the LCR and
has been since 1992. The next sampling period for the LCR is June to September 2017.

Clean Streams Law

The Water System is subject to environmental laws and regulations, and from time to time, receives
notices of violations of such environmental laws and regulations. On August 7, 2013, the PaDEP notified the
Water Department of an alleged violation of regulations issued under the Clean Streams Law as a result of the
Water Department’s failure to immediately notify the PaDEP of a release of chlorinated water from a water
storage tank. In response to the notice, the Water Department provided the PaDEP with information on the
procedures taken to ensure the prevention of a similar occurrence in the future.

The Wastewater System

The Wastewater System’s service area is larger than the Water System’s and includes the City and
several municipalities in the Philadelphia metropolitan area. Based on the 2013 U.S. Census Bureau estimate,
the Wastewater System served approximately 2,303,165 individuals, 1,553,165 of which are City residents.
The remaining 750,000 live in Delaware, Bucks and Montgomery Counties.

As of June 30 2014, the Wastewater System served approximately 530,000 retail customer accounts,
including approximately 50,000 stormwater-only accounts, which were created as a result of a change in the
way the Water Department bills for stormwater (see — “Stormwater Management — Rates and Services”
below), and ten wholesale contracts with neighboring municipalities and authorities.

The Wastewater System consists of three water pollution control plants (“WPCPs”), 19 pumping
stations, approximately 3,716 miles of sewers, and a privately managed centralized biosolids handling facility.
It includes 1,855 miles of combined sewers, 762 miles of sanitary sewers, 737 miles of stormwater sewers, 13
miles of force mains (sanitary and storm) and 349 miles of appurtenant piping. The three WPCPs processed a
combined average of 432 MGD of wastewater in Fiscal Year 2014, have a 522 MGD combined average daily
design capacity and a peak capacity of 1,059 MGD.

The following sections include a discussion of wastewater regulation and permits, descriptions of
stormwater management services and wholesale contracts for wastewater service and treatment and an

overview of environmental matters respecting the Wastewater System.

Wastewater Regulation and Permits

The Clean Water Act requires cities, like Philadelphia, whose separate storm sewer systems serve a
population of over 100,000 to obtain a permit from the National Pollutant Discharge Elimination System
(“NPDES”) for their discharges. The EPA has delegated the NPDES program for the Commonwealth to the
PaDEP. In addition to the Clean Water Act, the City and its WPCPs also are subject to regulation by the
PaDEP, which exercises regulatory authority over municipal sewage treatment operations, and by the
Delaware River Basin Commission (“DRBC”), which exercises regulatory authority over withdrawals from
and discharges into the Delaware and Schuylkill Rivers. The City’s NPDES permit requires reduction of
pollution from (1) commercial and residential areas; (2) illicit connections; (3) industrial facilities; and (4)
construction sites.

Current NPDES permits for the Northeast, Southeast and Southwest WPCPs expired on August 31,
2012. The facilities are operating under an extension of the expired permits, as dictated by the policies of the
PaDEP. The expired NPDES permits will remain in place until new permits are issued. Applications for
renewals were submitted to the PaDEP, as required, in February 2012. Negotiations to renew the permits are
ongoing. See APPENDIX II - “CONSULTING ENGINEER’S REPORT” contained herein. The NPDES
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permits grant the City flexibility in the treatment of combined sewer overflows (“CSO”). The PaDEP requires
the Water Department to update its LTCP and Capital Improvement Program to provide for additional projects
to reduce CSO frequency and volume. See “THE SYSTEM — The Wastewater System — Environmental
Compliance — Combined Sewer Overflow Program” and “MANAGEMENT INITIATIVES - Water
Department’s Long Term Combined Sewer Overflow Program — Green City, Clean Waters Program™ herein.

In 2014, the Water Department’s three WPCPs were selected to receive Awards from the National
Association of Clean Water Agencies (“NACWA”). NACWA'’s Peak Performance Awards Program
recognizes member agency facilities for excellence in wastewater treatment as measured by their compliance
with NPDES permits. The Northeast and Southeast WPCPs received Platinum Awards. Platinum Awards pay
special tribute to member agency facilities that have been awarded 5 or more consecutive Gold Awards, which
recognize 100% compliance for the calendar year. The Northeast and Southeast WPCPs have achieved 100%
compliance for years 9 and 14, respectively. The Southwest Plant received a Gold Award for 100%
compliance in 2011, 2012 and 2013.

Stormwater Management

Stormwater Regulation and Permits

The Water Department’s Municipal Separate Storm Sewer (MS4) NPDES Permit (No. PA0054712)
was issued in 2005 and expired in 2010. As required under PaDEP regulations, the Water Department
submitted an application for renewal to the PaDEP on March 29, 2010. Currently, the Water Department is in
negotiations with the PaDEP to determine the final permit requirements. The Water Department most recently
submitted a draft permit to the PADEP on October 31, 2014 and is awaiting the PaDEP’s response.

Rates and Services

The Water Department delivers many of the City’s stormwater management services, including
maintenance of the City’s 737 miles of separate storm sewers, 1,855 miles of combined sewers and
approximately 71,962 stormwater inlets. In recent years, changes in work practices and investment in new
equipment have enabled the Water Department to steadily increase the number of inlets cleaned annually. In
Fiscal Year 2014, the Water Department cleaned 94,653 inlets, removing over 9,058 tons of debris. In
addition, the Waterways Restoration team and the Water Department’s skimmer vessel removed a total of 710
tons of debris and 11 tons of debris, respectively.

Costs for stormwater management have been steadily and significantly increasing. As the City’s
stormwater management costs increase, it becomes more important to recover expenditures on a basis that is
fair and reasonable to all properties that place a demand on the Wastewater System. For many years, the
Water Department recovered the costs of operation and maintenance of its stormwater system components
(pipes, storm drains, pump stations, treatment facilities, and billing) through a service charge related to
customers’ water meter size. Starting with residential properties in 2002, the Water Department began
changing the way it assesses stormwater charges by moving to an area-based system, rather than a meter-based
system, consistent with the prior recommendation of the 1996 Citizens’ Advisory Committee (“CAC”). This
area-based approach, which calculates a customer’s stormwater charge based on the property’s gross and
impervious area, was applied to non-residential and condominium properties starting in 2010. The residential
monthly charge is currently based on the average gross area and impervious square footage of all residential
parcels. All non-residential and condominium properties have fully transitioned from a meter based charge to a
charge based on the property’s specific gross and impervious area.

Special rates are established pursuant to the Water Department’s regulations for the following
customers: (1) public and private schools which provide instruction up to or below the twelfth grade
(excluding separate or adjoining facilities or structures not used exclusively for educational or instructional
purposes); (2) institutions of “purely public charity” (except universities and colleges and excluding any
separate or adjoining facilities or structures not used exclusively for the principal purpose of the charity);
(3) places used for religious worship; (4) residences of eligible senior citizens; (5) universities and colleges
(excluding any separate or adjoining facilities or structures not used exclusively for educational or instructional
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purposes); and (6) public housing properties of the Philadelphia Housing Authority. Some real estate is also
exempt from stormwater charges, including, cemeteries, portions of Fairmount Park, streets, medians,
sidewalks, and rights-of-way. For Fiscal Years 2013 and 2014, the cost of the above described programs was
approximately $20 million and $21 million, respectively. The projected cost for Fiscal Year 2015 is expected
to be approximately $22 million.

The Water Department also offers several financial assistance and incentive programs to its
stormwater customers, which constitute Operating Expenses of the Water Department or contra expenses in the
form of credits or reductions to stormwater charges. For example, the Greened Acres Retrofit Program awards
grants to property owners that meet selective criteria, including the ability to green an acre at a cheaper price
than it would cost the Water Department. A list of the programs the Water Department offers and their
corresponding cost for each Fiscal Year are set forth on the following page.

Table 5
Stormwater Incentives and Assistance Programs
Program FY12 FY13 FY14 FY15
Residential Green Practices
Rebate Program $ 72,483 $ 298,103 $ 416472 § 780,000
Stormwater Management
Incentives Program Loan - - - 2,653
SMIP and GARP™ 3,355,804 4,868,854 4,462,906 10,250,000
Stormwater Design
Assistance 535,065 461,426 499,991 500,000
Stormwater Assistance
Phase in Program (CAP) 1,147,075 2,387,524 4,615,646 4,200,000
Stream and Backyard
Buffer Program 78,666 14,883 43,052 130,000
Rebuilding Together
Philadelphia Green Practices
on Low Income Homes 42,581 37,867 37,745 100,000
Residential Rain Barrels 98,488 108,022 126,433 170,000
Residential Stormwater
Practices Innovative Design 29,895 47,599 65,000 100,000
Stormwater Credits 4,141,492 6,429,142 10,372,319 12,000,000
Total $9,501,549 $14,653,420 $20,640,564 $28,230,000

" Estimated or budgeted dollar amounts for Fiscal Year 2015 programs
** Stormwater Management Incentives Program Grant and Greened Acres Retrofit Program

Wholesale Contracts

Contracts for wastewater treatment service with ten neighboring municipalities and authorities provide
for billing of charges based on operating costs attributable to the volume and strength of the wastewater
received from each of these customers. Capital costs for wholesale wastewater customers are recovered by one
of two different methods. Four contract customers are billed monthly for depreciation and return on
investment on allocated wastewater conveyance and treatment facilities. Three contracting entities have made,
and continue to make, capital contributions to the Water Department for their allocated share of the investment
in facilities related to the provision of services to these customers. The remaining three wholesale customers
previously made capital contributions, but have converted to payments based on depreciation and return on
investment for all future capital investments. Revenues for Fiscal Year 2013 were $29,424,335 and revenues
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for Fiscal Year 2014 were $31,559,011. Total capital contributions from wholesale wastewater customers as
of June 30, 2014 were $3,786,293. For Wholesale customer revenues for Fiscal Year 2014, see “THE
SYSTEM — Wholesale Water and Wastewater Customer Revenues Fiscal Year Ending June 30, 2014.”

The Water Department proposes to effect certain changes to the existing long-term wholesale
contracts presented in Table 4 — Wholesale Water and Wastewater Customer Revenues and Contract Terms
Fiscal Year Ending June 30, 2014. Such changes include extending the terms of the various contracts,
increasing management fees from 10% to 12%, and requiring all wholesale wastewater customers to assume
their respective proportionate share of COA LTCP Expenditures. As demonstrated in Table 4, four
wholesale wastewater contracts charge wholesale customers for their respective share of COA LTCP
Expenditures. The Water Department is working with Lower Moreland currently to renew and revise the
terms of its wholesale wastewater contract.

Environmental Compliance

Combined Sewer Overflow Program

The present NPDES permits require the Water Department to implement a program to manage
combined sewer overflows. In older sections of the City, both wastewater and stormwater are conveyed in one
pipe to the sewage treatment plant. This is known as a combined system. During certain rain events, the
additional stormwater produced exceeds the capacity of the collection system and/or wastewater treatment
plant and causes an overflow. The excess stormwater/wastewater mix known as “combined sewer overflow”
or “CSO” discharges directly into local waterways. The Water Department has 164 CSO points in its
collection system.

Since 1997, the Water Department has been committed to restoring the region’s waterways to
fishable, swimmable and beautiful rivers and streams that are life-sustaining and are an amenity to nearby
communities. The PaDEP and the Water Department signed a consent order and agreement on June 1, 2011
(the “COA”) that allowed the Water Department officially to embark on the implementation of its landmark
strategy known as the Green City, Clean Waters Program. Pursuant to the Green City, Clean Waters Program,
the Water Department will spend approximately $2.4 billion over 25 years ($1.2 billion in 2009 dollars) to use
green technologies to substantially mitigate CSOs and enhance the quality of local waterways. The plan also
includes wastewater treatment facility enhancements and pipe renewal and replacement.

The COA complies with Clean Water Act requirements by adopting the presumption approach to the
management of CSOs. The goal under the presumption approach is to eliminate and remove the mass of
pollutants that otherwise would be removed by the capture of 85% by volume of the combined sewage
otherwise collected in the City’s combined sewer system during precipitation events. To ensure this ultimate
goal is met, the COA requires interim water quality milestones at years 5, 10, 15 and 20. The interim
milestones require the City to achieve specific targets in four categories: (1) Total Greened Acres;
(2) Overflow Reduction Volume; (3) Miles of Interceptor Lined; and (4) WPCP Upgrades: Design and
Construction. The COA includes financial protections in the event that the costs of complying with the COA
exceed the Water Department’s projections. Should the costs of complying with the COA increase to the
extent that the wastewater component of a customer’s bill exceeds 2.27% of median household income, the
City may petition the PaDEP for an extension of time to satisfy the requirements of the COA so that the
financial burden does not become excessive on ratepayers. The COA also includes significant penalties for
non-compliance with the various 5-year milestone targets. Penalties start at $25,000 per month for each
violation (for the first 6 months) and increase up to $100,000 monthly for uncured violations of 13 months or
more.

The Water Department is in the fourth year of the 25-year Green City, Clean Waters Program. It has
made significant progress towards meeting the first 5-year milestone requirements and expects to exceed
compliance targets in terms of gallons of sewage kept out of waterways (600 million gallons is the requirement
for Fiscal Year 2016), number of greened acres (approximately 1,000 greened acres by the end of Fiscal Year
2016 (744 greened acres is the requirement)) and improved air and water quality. For more information
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regarding the milestones contained in the COA, please see APPENDIX II — “CONSULTING ENGINEER’S
REPORT — Wastewater System — Consent Order and Agreement for Combined Sewer Overflows.” For more
information regarding the Green City, Clean Waters Program, see “MANAGEMENT INITIATIVES — Water
Department’s Long Term Combined Sewer Overflow Program — Green City, Clean Water’s Program.”

Information about Green City, Clean Waters Program can be found at the Water Department’s Office
of Watersheds’ website: http://www.phillywatersheds.org.

Clean Streams Law

The Wastewater System is subject to environmental laws and regulations, and from time to time,
receives notices of violations of such environmental laws and regulations. On August 23, 2013, the PaDEP
notified the Water Department of a violation of the Clean Streams Law as a result of a sanitary sewer overflow
at a stormwater outfall. The PaDEP and the Water Department entered into a Consent Assessment of Civil
Penalty (“CACP”), dated October 22, 2013. Pursuant to the CACP, the Water Department paid a civil penalty
of $6,524 to resolve the violation. On December 13, 2013, the PaDEP notified the Water Department of a
violation of the Clean Streams Law as a result of a sewage discharge from a failed sanitary sewer stream
crossing into a creek. The notice requested a detailed description of the incident, the steps taken to correct the
violation, and a description of the measures prosed to prevent a re-occurrence, which the Water Department
provided by letter on January 13, 2014.

Clean Air Act

The federal Clean Air Act (“CAA”), as amended, sets forth requirements for the regulation of certain
air emissions. The PaDEP, pursuant to the CAA’s mandates, issued regulations for the control of Volatile
Organic Compounds (“VOC”) and Nitrogen Oxide (“NOx”) emissions from major stationary sources. The
Northeast WPCP and the Southwest/BRC were found to be major sources of VOC and NOx emissions, while
the Southeast WPCP is a Natural Minor source.

The Office of Philadelphia Air Management Services (“AMS”) imposed Administrative Consent
Orders, for both the Northeast WPCP and the Southwest/BRC on January 19, 2013. Pursuant to these Orders,
the Water Department paid a total fine of $10,300, which settled and resolved all order violations through the
date of the Orders. In addition, the Water Department agreed to build sludge gravity thickeners at the
Northeast WPCP by December 31, 2018. The BRC is now operated independently by private contractor, PBS.
As such, the Title V permit for the BRC will be separated from the Southwest WPCP facility permit and be
held by PBS. See “OUTSTANDING INDEBTEDNESS AND OTHER LONG-TERM AGREEMENTS —
Other Obligations” for more information on the biosolids contract.

Polychlorinated Biphenyls (PCBs)

Pursuant to Section 303(d) of the Clean Water Act, the Delaware River has been declared impaired
because of the levels found in the water of an organic chemical known as polychlorinated biphenyls (“PCBs”).
As a result, the DRBC is performing a Total Maximum Daily Load (“TMDL”) analysis. The TMDL will
define how severely the river is impaired and will set forth a plan to reduce loadings of PCBs into the river.
The current understanding is that the river exceeds its allowable loadings by 1,000 times its allowance.
Loadings come from virtually every source imaginable, e.g., sediments, air, runoff from land, contaminated
sites as well as point sources which include the Water Department’s three wastewater treatment plants. The
Water Department’s NPDES permits require implementation of a pollutant minimization plan (“PMP”) which
involves tracking down sources of PCBs and referring them to the appropriate agency for remediation. This
involves additional staff to track the sources of PCBs and to devise programs to reduce the loadings. The level
and extent of clean up that will be required by each source category in the future is currently being evaluated
by the DRBC, the EPA and the states comprising the DRBC.
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Biosolids Treatment and Utilization

The City is required by federal and state law, administered by the EPA and the PaDEP, respectively,
to treat and dispose of biosolids captured during wastewater treatment at the City’s WPCPs. Biosolids from
the three WPCPs are treated at the BRC.

While the Water Department had continued to administer a successful Class A and B biosolids
program, the Water Department began a process to move to an entirely Class A biosolids process, which could
operate in Philadelphia without odors. PBS owns and operates a thermal drying facility that handles all of the
sludge processed by the Water Department and makes a Class A product in the form of pellets to be used as
fertilizer and potentially as fuel. PBS also is responsible for the disposition of the Class A pellets. The Class
A period of operation will last 20 years with a five-year renewal at the option of the Water Department.

PBS has consistently met the energy guarantees required in the agreement as well the processing
needs of the Water Department. Fiscal Year 2013 obligations to PMA were $21,275,441. Fiscal Year 2014
obligations to PMA were $20,364,249 and estimated obligations for Fiscal Year 2015 are $21,650,000. Costs
to the Water Department include costs for the additional electricity and natural gas required at the BRC. See
“OUTSTANDING INDEBTEDNESS AND OTHER LONG-TERM AGREEMENTS — Other Obligations” for
more information on the biosolids contract.

CAPITAL IMPROVEMENT PROGRAM

The Charter requires City Council to adopt annually, on or prior to May 31, a capital budget for the
ensuing fiscal year and a capital program showing the capital expenditures planned for that year and each of
the five ensuing fiscal years. See “HISTORICAL AND PROJECTED FINANCIAL INFORMATION —
Historical Operating Results (Legally Enacted Basis).” A table summarizing the Water Department’s capital
budget for each year, from Fiscal Year 2015 through Fiscal Year 2021, and highlighting expected yearly COA
LTCP Expenditures follows on the next page. A list of the Water Department’s top ten capital projects in
terms of estimated cost and its expected financing sources also are presented in Tables 7 and 8. The Water
Department may change the elements of the Capital Improvement Program at any time and from time to time,
including the proposed financing vehicles and/or schedules associated therewith.

Each division of the Water Department utilizes a budgeting system to prepare budget requests based
on historical and current experience. The Water Department began preparation of its capital budget for Fiscal
Year 2016 in October 2014. The budget was approved by the City Planning Commission and the Mayor’s
office and was included in the City budget and five-year financial plan presented to City Council on March 5,
2015. City Council is expected to approve the Fiscal Year 2016 capital budget in June 2015. For a discussion
of the proposed capital budget for Fiscal Year 2016 and of the Capital Improvement Program for Fiscal Year
2016 through Fiscal Year 2021, see APPENDIX II — “Consulting Engineer’s Report — Capital Improvement
Program and — Financial Requirements.”

[Remainder of page left blank intentionally]
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Table 6
Fiscal Years 2015-2021

Capital Improvement Program Budget and COA LTCP Expenditures

Total
Capital Budget Summary FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2016-2021
Collector System/Flood Relief |  $30,660,000|  $50,660,000] $55,660,000| $55,660,000| $55,660,000| $55,660,000| $55,660,000]  $328,960,000
Collector System COA
LTCP Related $40,000,000 $34,300,000 $41,300,000| $46,300,000| $46,300,000| $46,300,000 $46,600,000]  $261,100,000
Conveyance System $36,060,000(  $49,060,000|  $49,060,000| $49,060,000| $49,060,000 $49,060,000( $49,060,000f  $294,360,000
Engineering Admin.
& Material Support $28,633,000( $40,128,000| $37,342,000| $38,605,000| $39,919,000 $41,286,000( $42,708,000f  $239,988,000
Water & Wastewater Facilities| $120,000,000| $97,893,000| $97,889,000| $97,885,000| $97,880,000 $97,875,000 $97,870,000]  $587,292,000
Wastewater Treatment
Facilities COA LTCP Related $5,000,000|  $12,000,000| $12,000,000| $12,000,000| $12,000,000( $12,000,000| $12,000,000 $72,000,000
Sub Total Non COA LTCP $215,353,000| $237,741,000| $239,951,000| $241,210,000| $242,519,000| $243,881,000| $245,298,000] $1,450,600,000
Sub Total COA LTCP * $45,000,000 $46,300,000 $53,300,000| $58,300,000| $58,300,000| $58,300,000 $58,600,000]  $333,100,000
Total $260,353,000 | $284,041,000 [ $293,251,000( $299,510,000| $300,819,000| $302,181,000| $303,898,000] $1,783,700,000

* COA LTCP Expenditures represent 18.67% of the Capital Improvement Program budget for Fiscal Years 2016-2021.

[Remainder of page left blank intentionally]
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terms of estimated cost. Projects are constructed and paid over a period of fiscal years.

Two 30 Million Gallon Storage Tanks at

The following table presents the Water Department’s top ten Capital Improvement Program projects in

Project Title

East Park

New Preliminary Treatment Building at NE

WPCP

New 10 Million Gallon Clear Water Basin
at Baxter Water Treatment Plant

New Gravity Thickeners at NE WPCP

By-Pass Conduit from Primary
Sedimentation Tanks Set 1 to Chlorine

Contact Tanks at NE WPCP

Northern Liberties Flood Relief

East/West Raw Water Basin at Belmont

Water Treatment Plant

Construction of Sewer Maintenance Yard in

West Philadelphia

Flood Relief in Master St. and Germantown

Avenue

Cobbs Creek Stream Rehabilitation

(Reaches 1 to 3)

TOTAL

Table 7

Philadelphia Water Department
Top Ten Capital Projects by Estimated Cost

Status Estimated Cost
Design 90%
complete $64,600,000
Design 30%
complete 60,000,000
Pre-Bid Phase 75,000,000
Under 36,519,100
construction
Under
construction 15,894,000
Under 20,339,684
construction
Under
construction 19,476,000
Pre-Bid Phase 14,848,000
Design 70%
complete 10,500,000
Design started 10,400,000
$327,576,784

* Reflects current projection for start of construction

Capital Improvement Program Financing Sources

as-you-go financing, and possibly alternate sources of funding, including loans or grants.

FY Construction
Commencement

2016*

2018*

2016*
2015

2014
2014

2013

2016%*

2017*

2017*

The Water Department expects to finance its Capital Improvement Program using revenue bonds, pay-

A significant portion of the costs of the Capital Improvement Program are expected to be funded with
the proceeds of debt to be incurred during Fiscal Years 2016 through 2021. The City expects most of such
debt to be in the form of new money revenue bonds issued in several transactions, as necessary.
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The emphasis of the Capital Improvement Program is on the renewal and replacement of the water
conveyance and sewage collection systems along with improvements to the water and wastewater treatment
plants, as well as CSO mitigation projects consistent with the Water Department’s COA and LTCP. As
described in the Consulting Engineer’s Report, the Water Department anticipates additional borrowings for
Fiscal Years 2016 through 2021 as follows:

Table 8
Anticipated Future Borrowings for Capital Improvement Program

Fiscal Year Estimated Principal Amount
2016 -
2017 $270,000,000
2018 275,000,000
2019 280,000,000
2020 270,000,000
2021 285,000,000

The remaining anticipated bond issues that will finance a portion of the 2016-2021 Capital Improvement
Program have yet to be authorized by City Council. See APPENDIX II — “CONSULTING ENGINEER’S
REPORT” herein. The Water Department may change the financing elements of its Capital Improvement
Programs, including the financing vehicles utilized and the timing thereof, at any time and from time to time.

Capital Planning Initiatives

The Water Department’s Operations, Planning and Environmental Services, and Engineering and
Construction Divisions develop capital programs to better anticipate future needs for infrastructure
maintenance and upgrades and to manage long-term capital expenditures. Included in these efforts are a sewer
assessment program, a geographic information system based record view, a capital facilities assessment
program, and a standardized planning process for all large capital projects.

The Water Department has enhanced its planning process for capital projects that have an initial
estimated design and construction cost of $2 million or more. As part of such initiative, the Water Department
will focus on and document the following three project planning steps: Project Need Identification, Project
Alternatives Identification, and Project Alternatives Evaluation. A prioritization system is utilized to capture
the primary driving factors associated with a wide range of project types. The desired timing of capital projects
also is documented through this process. The improved planning process also will help inform the Water
Department’s future critical strategic planning efforts, in addition to improving communication and
coordination among units within the Water Department. Below is a brief discussion of a few of the Water
Department’s capital planning initiatives.

Water Main Replacement

The Water Department’s current accelerated water main replacement program has been in place for
over fifteen years. The five-year average of 24.4 breaks per 100 miles/year is better than the national average
of 27.0 breaks per 100 miles/year. The Water Department assesses its water main break rate against the
optimal level of 15 breaks per 100 miles/year as defined by the Distribution System Optimization Program
under the American Waterworks Association (the “AWWA?”) Partnership for Safe Water. The Water
Department closely monitors water main conditions to determine that adequate capital investment is made to
ensure the integrity of the Water System. A significant effort continued in Fiscal Year 2014 to expand the
level of assessment of water main failures by evaluating both the likelihood and consequences of failure of
individual pipe segments. The Water Department is using this information to predict long-term water main
replacement needs and refine the decision criteria for replacement selection. During Fiscal Year 2014, these
efforts were organized under the heading of the Linear Asset Management Program (“LAMP”) which is
leveraging emerging technologies in asset management to assess the water distribution and collection systems.
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Over the last 20 years, the Water Department has replaced on average 18.2 miles of water mains per year. The
current annual water main replacement budget is $34 million to replace 22 miles of water mains that have
reached the end of their useful life. In Fiscal Year 2016, the Water Department expects to increase its annual
budget for water main replacement to $44 million in order to further accelerate its water main replacement
program with a new goal of replacing 28 miles annually.

Linear Asset Management Program

LAMP has produced an innovative shift in the Water Department’s philosophy and practices for asset
management infrastructure renewal. LAMP 1is leveraging information systems and tools, including the
Geographical Information System (GIS), Cityworks Maintenance Management System, and Hydraulic model
of the water distribution system. LAMP, with assistance from consultants, also has introduced sophisticated
statistical tools for the assessment of pipeline failure risks and consequence assessments, including Innovyze
CapPlan software, which calculates objective risk scores for pipeline segments. To evaluate non-capital
options for extending an asset’s useful life, LAMP assesses the relative risk of failure for water pipelines, the
costs of replacement, ancillary damage or consequences of failure, and operations and maintenance history.
With this information and data from existing Water Department programs, a new long-term plan for water
pipeline renewal is being developed and is expected to be implemented starting in 2016. The Water
Department has begun to plan for the replacement of additional miles of failure prone leadite joint piping, a
cohort that has the highest statistical likelihood of failure. It also is anticipated that the new plan will focus on
the renewal of large diameter transmission piping.

Distribution System Reservoir Planning Initiative

The Reservoir Team was created to better manage the strategic planning, capital program projects and
operations and maintenance functions of the Water Department’s distribution system finished water storage
reservoirs. In its initial work, the team updated all standard operating procedures and improved as-built
facility documentation. The Reservoir Team has strategically focused on the long-term options for the East
Park and Oak Lane Reservoirs where the floating covers are into the second half of their useful lives. The
Team’s Strategic Planning Group obtained the services of the consulting group CH2M Hill who conducted
hydraulic analysis and a life-cycle cost evaluation comparing replacement of floating covers and construction
of pre-stressed wire-wound concrete tanks at East Park Reservoir. Based upon the consultant’s findings, the
team recommended, and the Water Department administration approved, a plan to construct concrete tanks at
the East Park site. Concrete tanks are known to provide superior protection of water quality and have become
common in the use of ground level reservoirs throughout the United States. Two tanks are now planned at an
estimated cost of $64,600,000. CH2M Hill was selected in a competitive process to develop detailed design
plans and specifications, and the design work is complete. This project is expected to be bid in Fiscal Year
2015.

Sewer Replacement and Renewal Program

Over the last 20 years, the Water Department has reconstructed and/or rehabilitated, on average,
approximately 8 miles of sewer annually. The Water Department’s Capital Renewal Program currently
reconstructs or relines from six to ten miles of sewers per year based upon results of the Sewer Infrastructure
Assessment Program and other condition reports. Some sewers are scheduled for reconstruction as a result of
programmed water main replacement and the need to update infrastructure concurrently. LAMP initially is
focused on the water distribution system but is expected to assess the sewer collector system starting in Fiscal
Year 2016. As infrastructure is studied further, it is likely that annual sewer renewal will increase. The current
annual budget for sewer replacement and/or rehabilitation is $30 million per year, which generally yields 6 to
10 miles of sewers per year depending on their size and location.

Sewer Infrastructure Assessment Program

A pilot sewer assessment program completed in Fiscal Year 2005 evaluated the condition of sewer
system infrastructure using video technology to inspect over 215 miles of sewers. The Water Department used
the information gathered to build a database and ranking system to prioritize needed improvements. Upon

35



completion of the pilot program, the Water Department has incorporated the sewer assessment program into its
operation as a means of evaluating the condition of its sewer system. Trained Water Department personnel
continue to prepare surveys using data collected through the sewer assessment program to reflect necessary
repairs in the capital and operating budgets. This program has helped to identify sewers that were in
immediate need of repair, and it is anticipated that over time this effort will result in a reduction of costly and
disruptive emergency sewer repairs. In Fiscal Year 2014, the Water Department continued video inspections
and performed additional excavations and repairs. A total of 512.5 miles of sewer have been inspected from
July 1, 2004 to June 30, 2014. In addition to informing the sewer maintenance unit of locations in need of
repair, the sewer assessment program is used to schedule repairs for sewers that have reached the end of their
useful life, to be reconstructed as part of the Capital Improvement Program.

HISTORICAL AND PROJECTED FINANCIAL INFORMATION
Historical Comparative Statement of Net Position

The Water Department’s financial statements are prepared in accordance with accounting principles
promulgated by the Governmental Accounting Standards Board (“GASB”).

The statement of net position presents the financial position of the Water Department. It presents
information on the Water Department’s assets, deferred outflows of resources, and liabilities with the
difference between the three reported as net position.

A three year condensed summary of the Water Department’s net position as of June 30 of each year is
presented as follows:

Table 9
Condensed Statement of Net Position
(Thousands of Dollars)
June 30
2014 2013 2012
Assets:
Current Assets $ 230,330 $ 243,123 $ 233,512
Capital Assets 2,070,492 2,019,350 1,938,001
Restricted Assets 690,596 526,249 631,960
Total Assets $2,991,418 $2,788,722 $2,803,473
Deferred Outflows of Resources 66,586 73,865 12,018
Total Assets and Deferred Outflows $3,058,004 $2,862.587 $2,815,491
Liabilities:
Current Liabilities $ 214,671 $ 211,872 $ 200,381
Bonds Payable 1,809,952 1,702,895 1,698,122
Other Non-Current Liabilities 62,898 49,732 51,668

Total Liabilities $2,087,521 $1,964,499 $1,950,171

Net Position:

Net Investment in Capital Assets $ 336,980 $ 351,160 $ 243,997
Restricted 506,669 472,310 439,084
Unrestricted 126,834 74,618 182,239

Total Net Position, as Restated $ 970,483 $ 898,088 $ 865,320

"Fiscal Year 2012 was not restated for GASB Statement No. 65.
The Water Department’s net position at June 30, 2014 was approximately $970.5 million, a $72.4

million or 8.1% increase from June 30, 2013. Total assets and deferred outflows of resources increased by
$195.4 million, or 6.8%, to $3.1 billion, and total liabilities increased $123.0 million, or 6.3%, to $2.1 billion.
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The following is a discussion of the more significant changes in assets and deferred outflows of resources,
liabilities, and net position in Fiscal Year 2014:

e (Capital assets, net of depreciation and amortization, increased by $51.1 million to $2.1 billion, or
2.5% as a result of capital additions of $314.6 million, offset by depreciation of $90.5 million and
retirements of $173.0 million

e Current assets decreased by $12.8 million to $230.3 million, or 5.3%, due to decreases in cash,
investments, and net accounts receivables

e Restricted assets increased by $164.3 million to $690.6 million, or 31.2%, due to increases in the
Water Capital Fund primarily due to the bond issuance in August 2013 and January 2014

e Deferred outflows of resources decreased by $7.3 million to $66.6 million, or 9.9%, due to decreases
in the fair market value of the Water Funds hedging instrument and amortization of the unamortized
loss on refunded debt

e  Current liabilities increased by $2.8 million to $214.7 million, or 1.3%, primarily due to an increase in
accrued expenses and other components offset by reductions in construction contracts payable.

e Bonds payable increased by $107.1 million to $1.8 billion, or 6.3%, primarily due to the bond
issuances in August of 2013 and January of 2014 offset by the maturing principal of $225.1 million
during the year

e  Other non-current liabilities increased by $13.2 million to $62.9 million, or 26.5%, primarily due to an
increase in the net pension obligation of $17.7 million offset by decreases in the other non-current
liabilities and derivative instrument liability

e The Water Department’s net position increased by $72.4 million to $970.5 million, or 8.1%, as a result
of Fiscal Year 2014 operations and capital contributions

e Net investment in capital assets decreased by $14.2 million, or 4.0%, to $337.0 million

e Unrestricted net position increased by $52.2 million, or 70.0%, to $126.8 million. The unrestricted
component of net position represents the net amount of total assets, deferred outflows of resources,
and total liabilities that are not included in the determination of net investment in capital assets or
restricted components of net position

Historical Operating Results (Legally Enacted Basis)

For purposes of rate setting, calculating compliance with the Rate Covenant and debt service coverage
and budgeting, the Water Fund accounts are maintained on the modified accrual basis of accounting, also
referred to as the “Legally Enacted Basis.” Under this basis, revenues are recorded on a receipts basis, except
revenues from other governments and interest, which are accrued as earned. A 100% reserve is provided for
all doubtful non-governmental receivables. With respect to governmental receivables, a 100% reserve is
provided when the City has reason to believe that no appropriation has been made by other governments to
finance these receivables. The Water Department does not account for payments for water and sewer service
from its governmental contract customers as “revenues from other governments.”

Expenditures are recognized and recorded as expenses at the time they are paid or encumbered, except
expenditures for debt service and lease payments which are recorded when paid. A reserve is maintained for
encumbrances at the close of the fiscal year intended to be sufficient to liquidate estimated obligations incurred
in such fiscal year.
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Table 10

Philadelphia Water Department

Historical Operating Results

Operating Revenues:

Sales to General Customers

Service (Sales) to Other Municipalities

Services to Other Philadelphia Agencies
(Includes Fire Protection)

Private Fire Connections

Industrial Sewer Surcharge

Other Operating Revenue

Total Operating Revenue

Non-Operating Revenues
Interest on Investments
Operating Grants

Other Non-Operating Revenues
Total Non-Operating Revenues

Fund Balance: Commitments Cancelled — Net

Total Revenue and Beginning Fund Balance
Total Operating Expenses
Excess of Operating Revenues over Operating Expenses

Excess of Revenues over Expenses before
Interest Expenses and Principal Payments on
Bonded Indebtedness

Interest Expenses:
Revenue Bonds
Pennvest Loan

Total Interest Expenses

Excess of Revenues over Expenses Exclusive

of Debt Principal Payments

Deduct: Debt Principal Payments on Bonded
Indebtedness During Fiscal Year

Net Unapplied Project Revenues

Deduct: Funds Transferred to General Fund
Deduct: Funds Transferred to Residual Fund
Deduct: Funds Transferred to Capital Account
Transfer (TO)/FROM The Rate Stabilization Fund

Debt Service Coverage Ratio:
Total Debt Service
Revenue Bond Debt Service

FY14 FY13 FY12
$557,396 $521,488 $507,709
31,642 29,512 35,160
33,621 32,333 28,824
2,236 2,026 2,097
4,252 5,656 5,110
4,480 4,263 3,110
$633,627 $595,278 $582,010
§ 422 § 2,258 $ 1,332
1,946 2,727 3,192
7,024 7,027 5,954
$9,392 $12,012 $10,478
$37,436 $31,148 $20,802
$680,455 $638,438 $613,290
$410,797 $399,316 $375,085
$222,830 $195,962 $206,925
$269,658 $239,122 $238,205
$74,701 $76,210 $82,550
0 0 5
$74,701 $76,210 $82,555
$194,957 $162,912 $155,650
127,009 124,805 109,868
$67,948 $38,107 $45,782
0 560 1,086
24,829 22,833 17,303
20,194 19,380 18,867
-$22,925 $ 4,606 -$ 8,526
1.11 1.11 1.09
1.22 1.21 1.20

*
Commitments Cancelled represent the liquidation of encumbrances. An encumbrance is an expense that is anticipated to be
charged to the Water Fund. Table 12 — Projected Revenue and Revenue Requirements, prepared by the Consulting Engineer,

treats cancelled commitments as a contra-expense.
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Compliance with Rate Covenant

As discussed above, the General Ordinance mandates a debt service coverage ratio of at least 1.20 for
revenue bond debt service and at least 1.00 for total debt service. All Water Fund expenditures are included in
the debt service coverage formula under the General Ordinance. Historically, the Water Department has used
the Rate Stabilization Fund to manage targeted debt service coverage each year. See “HISTORICAL AND
PROJECTED FINANCIAL INFORMATION - Historical Operating Results (Legally Enacted Basis)” above.
For a discussion of the Rate Covenant contained in the General Ordinance, see “SECURITY FOR THE
BONDS — Rate Covenant™ herein.

In Fiscal Years 2012, 2013 and 2014, the Water Department met debt service coverage requirements
with a revenue bond debt service coverage ratio of at least 1.20 each year, and a total debt service coverage
ratio of at least 1.09 each year. In Fiscal Year 2012, the Water Department met debt service coverage
requirements with a revenue bond debt service coverage ratio of 1.20 and a total coverage ratio of 1.09, after
taking into account a deposit to the Rate Stabilization Fund of $8,526,000. In Fiscal Year 2013, the Water
Department met debt service coverage requirements with a revenue bond debt service coverage ratio of 1.21
and a total coverage ratio of 1.11, after taking into account a withdrawal of $4,666,000 from the Rate
Stabilization Fund. For Fiscal Year 2014, the Water Department met debt service coverage requirements with
a revenue bond debt service coverage ratio of 1.22 and a total coverage ratio of 1.11, after taking into account a
deposit to the Rate Stabilization Fund of $22,925,000. The Water Department’s current financial plan calls for
gradually increasing debt service coverage ratios as noted in the section titled “Projected Revenues, Expenses
and Debt Service.”

The table on the following page sets forth the Water Department’s Rate Covenant compliance over the
last three fiscal years.

[Remainder of page left blank intentionally]
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Table 11
Philadelphia Water Department
Rate Covenant Compliance

FY14 FY13 FY12
Coverage Al
Net Revenues $246,733 $243,788 $229,680
/Revenue Bonds Debt Service $201,710 $201,015 $191,400
= Coverage A 1.22 1.21 1.20
Coverage B%:
Net Revenues $246,733 $243,788 $229,680
/Total Debt Service + Transfer to Capital Fund $221,904 $220,395 $211,290
= Coverage B 1.11 1.11 1.09
Coverage c
Net Revenues +/- Transfer (To) From Rate Stabilization Fund $269,658 $239,122 $238,206
/Revenue Bonds Debt Service $201,710 $201,015 $191,400
= Coverage C 1.34 1.19 1.24
"Coverage A: The rate covenant contained in the General Ordinance requires the City to establish rates and charges for the

use of the Water and Wastewater Systems sufficient to yield Net Revenues, as defined therein, in each fiscal year at least equal to
120% of the Debt Service Requirements for such fiscal year (excluding debt service due on any Subordinated Bonds).

’Coverage B: In addition, Net Revenues, in each fiscal year, must equal at least 100% of: (i) the Debt Service Requirements
(including Debt Service Requirements in respect of Subordinated Bonds) payable in such fiscal year; (ii) amounts required to be
deposited for Subordinated Bonds payable in such fiscal year; (iii) amounts required to be deposited into the Debt Reserve
Account during such fiscal year; (iv) debt service on all General Obligations Bonds issued for the Water and Wastewater Systems
payable is such fiscal year; (v) debt service payable on Interim Debt in such fiscal year; and (vi) the Capital Account Deposit
Amount for such fiscal year, less amounts transferred from the Residual Fund to the Capital Account during such fiscal year. To
ensure compliance with the rate covenant, the General Ordinance requires that the City review its rates, rents, fees, and charges at
least annually.

3Coverage C: As long as the Insured Bonds are outstanding, the City covenants to establish rates and charges for the use of
the System sufficient to yield Net Revenues (excluding amounts transferred from the Rate Stabilization Fund into the Revenue
Fund during, or as of the end of, such fiscal year) at least equal to 90% of the Debt Service Requirements (excluding debt service
on any Subordinated Bonds) in such fiscal year.

The Water Department’s Budget

Fiscal Year 2015 Budget

As detailed in the quarterly city manager’s report published February 17, 2015 (the “QCMR?),
revenue for Fiscal Year 2015 is currently projected to be approximately $704.1 million compared to the
budgeted amount for Fiscal Year 2015 of $714.2 million. The $10.1 million decrease is due to reductions in
expenditures, and as a result, a projected lower withdrawal from the Rate Stabilization Fund, which reduce
total projected revenue for Fiscal Year 2015 by approximately $14 million. The Water Department also
received a one-time increase in miscellaneous revenue of approximately $4 million.

Fiscal Year 2015 current projected expenditures total approximately $726.1 million, compared to the
$736.2 million figure contained in the Fiscal Year 2015 budget. The decrease of $10.1 million is due to
reductions in expenditures of approximately $7 million for purchases of services and approximately $3.5
million for purchases of materials, supplies and equipment.
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Fiscal Year 2016 Budget

The Mayor’s operating budget is developed from proposed budgets submitted by the various City
departments, including the Water Department. The Water Department began preparation of its operating
budget for Fiscal Year 2016 in September 2014. Divisional budget proposals setting forth estimated
obligations for the ensuing fiscal year were submitted to the Finance Division in November 2014. Revenue
estimates are prepared by the Water Revenue Bureau under the direction of the City’s Finance Department and
the Water Department. The Water Commissioner has reviewed all divisional budget proposals and the Water
Revenue Bureau’s budget with the assistance of the Finance Division and submitted the Water Department’s
proposed budget to the City’s Budget Bureau and the City’s Managing Director in January of 2015. The
Mayor has reviewed the Water Department’s 2016 Operating Budget and included it as part of his proposed
budget to City Council on March 5, 2015. City Council will review the Fiscal Year 2016 budget. At least
thirty (30) days before the end of the Fiscal Year, City Council must adopt by ordinance an operating budget
and a capital budget for the ensuing Fiscal Year and a capital program for the six ensuing years.

Projected Revenues, Expenses and Debt Service

The following table, prepared by Black & Veatch Corporation, presents a statement of projected
revenues and revenue requirements for the operation of the Water and Wastewater Systems for Fiscal Years
Ending June 30, 2015 through June 30, 2021, consistent with the requirements of the General Ordinance. See
APPENDIX 1II — “CONSULTING ENGINEER’S REPORT” herein for the full text of the Consulting
Engineer’s Report. The Consulting Engineer’s Report should be read in its entirety. As stated in the
Consulting Engineer’s Report, actual results may differ materially from those projected, as influenced by the
conditions, events, and circumstances that actually occur and are unknown at this time and/or which are
beyond the control of Black & Veatch Corporation.

[Remainder of page left blank intentionally]
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Table 12

PROJECTED REVENUE AND REVENUE REQUIREMENTS
(in thousands of dollars)

Fiscal Year Ending June 30, \

No. Description 2015 2016 2017 2018 2019 2020 2021
OPERATING REVENUE
1 Water Service - Existing Rates 251,475 251,150 249,467 247,487 245,498 243,507 242,863
2 Wastewater Service — Existing Rates 391,261 394,690 393,519 391,470 389,381 387,286 386,223
3 Total Service Revenue — Existing Rates 642,736 645,841 642,986 638,957 634,878 630,793 629,086
Additional Service Revenue Required
Percent Months
Year Increase Effective
4 IEN?
2016 0.00% 12 0 0 0 0 0 0
5 IENC
2017 5.00% 12 32,149 31,948 31,744 31,540 31,454
6 FY
2018 4.80% 12 32,203 31,998 31,792 31,706
7 IEN?
2019 3.75% 12 26,198 26,030 25,959
8 FY
2020 4.00% 12 28,806 28,728
9 FY 29.877
2021 4.00% 12
10 Total Additional Service Revenue
Required 0 0 32,149 64,151 89,940 118,167 147,725
11 Total Water & Wastewater Service
Revenue 642,736 645,841 675,136 703,109 724,818 748,960 776,811
Other Income (a)
12 Other Operating Revenue 25,230 25,191 27,849 24,552 44,639 24,429 24,193
13 Construction Fund Interest Income 1,158 1,049 724 753 751 770 809
14 Debt Reserve Fund Interest Income 0 0 0 0 0 0 0
15 Operating Fund Interest Income 377 296 338 324 411 375 361
16 Rate Stabilization Interest Income 717 706 640 584 586 636 621
18 Water & Wastewater Operations (234,551) (252,059) (266,658) (277,193) (282,850) (292,341) (302,181)
19 Direct Interdepartmental Charges (156,995) (165,300) (171,079) (177,070) (183,394) (189,956) (196,765)

21 Transfer From/(To) Rate Stabilization
Fund (23,300) 29,300 7,300 23,900 (25,000) (2,800) 11,000

Senior Debt Service
Revenue Bonds

23 Outstanding Bonds (195,205) (202,417) (183,119) (184,188) (134,960) (124,455) (124,642)
24 Pennvest Parity Bonds (12,343) (12,343) (12,343) (12,908) (13,120) (13,074) (13,074)
25 Projected Future Bonds 0 (15,000) (22,088) (36,394) (67,146) (85,548) (104,386)
26 Total Senior Debt Service (207,548) (229,760) (217,549) (233,491) (215,227) (223,077) (242,102)
27 TOTAL SENIOR DEBT SERVICE
COVERAGE (L22/L.26) 1.23 x 1.24 x 1.26 x 1.28 x 1.30 x 1.30 x 1.30 x
Subordinate Debt Service
28 Outstanding General Obligation
Bonds 0 0 0 0 0 0 0
29 Pennvest Subordinate Bonds 0 0 0 0 0 0 0
30 Total Subordinate Debt Service 0 0 0 0 0 0 0
31 Total Debt Service on Bonds (207,548) (229,760) (217,549) (233,491) (215,227) (223,077) (242,102)
32 CAPITAL ACCOUNT DEPOSIT (20,697) (21,215) (21,745) (22,289) (22,846) (23,417) (24,003)
33 TOTAL COVERAGE (L22/(L31+L32)) 1.11x 1.13 x 1.14 x 1.16 x 1.17 x 1.17 x 1.18 x
R ) ),
34 Beginning of Year Balance 25,275 13,370 16,370 21,093 28,962 38,270 45,299
35 Interest Income 69 53 67 90 121 150 173
Plus:
36 End of Year Revenue Fund Balance 27,125 34,047 34,955 43,179 41,888 43,578 48,745
37 Deposit for Transfer to City General
Fund (b) 849 876 870 877 854 848 897
Less:
38 Transfer to Construction Fund (39,100) (31,100) (30,300) (35,400) (32,700) (36,700) (43,500)
39 Transfer to City General Fund (849) (876) (870) (877) (854) (848) (897)
40 Transfer to Debt Service Reserve 0 0 0 0 0 0 0
Fund
41 End of Year Balance 13,370 16,370 21,093 28,962 38,270 45,299 50,716

(a) Includes other operating and non-operating income, including Interest income on funds and accounts transferable to the Revenue Fund.
(b) Transfer of interest earnings from the Bond Reserve Account to the Residual Fund as shown in Line 37 to satisfy the requirements for the Transfer to the General Fund.
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RATES
Current Rates

Historically, the Water Department has set rates and charges for water and wastewater service within
certain parameters established by City Council and in compliance with the requirements of the General
Ordinance. Generally, the Water Department has held a rate case every four years, pursuant to which rates and
charges for the ensuing four fiscal years have been established. Current rates were established under a rate
proceeding that concluded in the Fall of 2012 (the “2012 Rate Case”) for rate increases effective January 1,
2013 to July 1, 2014, which rates will remain in effect until new rates are authorized by the Board in
accordance with the requirements of the General Ordinance, the Philadelphia Code and the standards described
below under “ — Standards for Rates and Charges.” For a discussion of the limited management audit of the
Water Revenue Bureau that the Water Department agreed to conduct in connection with the 2012 Rate Case,
see “ — Water Revenue Bureau Management Audit” below.

The City expects to commence the next rate proceeding by the end of the 2015 calendar year in order
to implement a rate increase anticipated to be effective in Fiscal Year 2017. Please refer to Table 12
“Projected Revenues and Revenue Requirements”, prepared by the Engineering Consultant, on the prior page.

Water rates for general service customers of the Water Department consist of a service charge related
to the size of the meter, plus a schedule of quantity charges for water use. Sewer rates for general service
customers are similar. Stormwater charges are based on a customer’s property size and its relative
imperviousness. A uniform stormwater charge based on the average size and imperviousness of residential
properties is imposed on residential customers. Charges to non-residential and condominium customers are
based on each property’s size and imperviousness. For more information about stormwater rates see “THE
SYSTEM - Stormwater Management — Rates and Services.” The Water Department estimates that a typical
residential customer has a 5/8 inch meter and uses 7,200 cubic feet of water per year (53,860 gallons). Based
on the current rate schedule in effect, annual charges for typical residential customers are $344.52 for water
service, $264.96 for wastewater service and $161.40 for stormwater service, for a total of $770.88 per year.

Water Revenue Bureau Management Audit

Concurrent with the 2012 Rate Case, the Water Department agreed to perform a limited audit of
certain data, practices and procedures of the Water Revenue Bureau, including management reporting, the
utility’s billing system (basis2), accounts receivable, and collections. The study was largely completed on or
about the end of the 2014 calendar year, and draft results have been shared with the Water Department and the
Water Revenue Bureau. The preliminary results indicate that the billing system does not exhibit data integrity
flaws that would require its replacement in the near term. Benchmarking analyses demonstrate that the Water
Department operates comparably to its peer utilities on nearly all cost and timing metrics conducted in the
study: billings, collections, delinquencies, and shut-offs. Delivery of the final report is expected before the end
of the Fiscal Year. The Water Department anticipates that implementation of the recommendations contained
therein will be ongoing.

Historical Rates
The table on the next page shows historical monthly water and sewer bills, based, in each case, on a
typical residential customer with a 5/8 inch meter using 600 cubic feet or 4,488 gallons per month (7200 cubic

feet per year) and a typical residential customer that is also an income eligible senior citizen, who receives a
25% discount, with a 5/8 inch meter using 500 cubic feet or 3,740 gallons per month.
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Table 13
Philadelphia Water Department
Typical Residential
Monthly Water and Sewer Rate Charges

Effective Date Water Sewer* Total % Increase
5/8” Meter 07/01/14 29.89 37.54 67.43 5.0
Residential 07/01/13 28.71 35.53 64.24 5.8
600 Cu. Ft. 01/01/13 27.50 33.24 60.74 5.8
Monthly 07/01/11 26.08 31.35 57.43 5.7
07/01/10 23.85 30.47 54.32 5.5
07/01/09 21.84 29.63 51.47 6.3
11/01/08 19.84 28.58 48.42 6.7
07/01/07 18.18 27.22 45.40 4.3
07/01/06 17.29 26.24 43.53 6.7
08/01/05 16.07 24.72 40.79 1.9
02/01/05 15.68 24.36 40.04 12.6
5/8” Meter 07/01/14 19.49 26.05 45.54 4.9
Residential 07/01/13 18.75 24.68 43.43 5.8
500 Cu. Ft. 01/01/13 17.95 23.08 41.03 5.3
monthly 07/01/11 17.10 21.86 38.96 5.6
Senior Citizen 07/01/10 15.65 21.26 3691 5.4
(25% Discount) 07/01/09 14.35 20.68 35.03 6.1
11/01/08 13.05 19.96 33.01 6.2
07/01/07 12.00 19.09 31.09 4.4
07/01/06 11.39 18.40 29.79 6.7
08/01/05 10.56 17.34 2791 1.9
02/01/05 10.31 17.08 27.39 12.4

* Sewer charges include stormwater costs.
Billing, Collections and Bookkeeping

Under the Charter, the Water Revenue Bureau is directly responsible for the billing, metering and
collection of revenues for the Water Fund. Since February 2003, oversight of the Water Revenue Bureau has
been under the City’s Revenue Commissioner, who reports directly to the Finance Director. The Water
Department’s collection percentage was approximately 90% for Fiscal Year 2014."

The Water Revenue Bureau uses outside collection agencies to collect unpaid revenues. Collection
agencies generated gross revenues of approximately $3,100,000 in Fiscal Year 2012, approximately
$3,600,000 during Fiscal Year 2013 and approximately $2,500,000 during Fiscal Year 2014. Collection
agencies also are used to collect commercial delinquencies.

* This collection percentage reflects the percentage of retail bills rendered during the twelve month period for Fiscal Year
2014 (July 1, 2013 to June 30, 2014) and recognizes an allowable payment period for bills rendered in June. The
Consulting Engineer’s Report used in connection with the Water and Wastewater Revenue Bonds, Series 2014A issued
January 23, 2014, presented a retail current year collection factor of 85.5%. The retail current year collection factor is
based on billings rendered and associated receipts received during each fiscal year. The current year retail collection
factor is lower than the collection percentage of 90% because it does not recognize an allowable payment period for bills
rendered in June.
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The City is pursuing a multifaceted strategy designed to improve collections while decreasing
delinquencies. Key compliance strategies include revocation of commercial licenses and sequestration, each of
which are described in APPENDIX IV — “GOVERNMENT AND FINANCIAL INFORMATION OF THE
CITY OF PHILADELPHIA.” Although these efforts have concentrated primarily on general fund revenues,
certain improvements in processes and equipment may affect Water Fund revenues. The financial projections
provided herein do not include any additional revenue or acceleration of revenue as a result of these initiatives.

In addition to compliance efforts, the City is engaged in two active projects to implement technology
solutions for its cashiering and payments processing systems and to develop an integrated data warehouse and
case management system. These initiatives are designed to improve operational efficiencies by providing tools
currently unavailable to the City.

Automatic Meter Reading

From 1997-1999 the Water Department’s Automatic Meter Reading Program (the “AMR Program”)
replaced virtually all residential water meters with new meters equipped with radio transmitter devices. The
AMR Program has resulted in various improvements, including more accurate meter reading and billing, fewer
billing disputes, better customer service and increased revenue collection. In addition, the AMR Program has
reduced the costs of meter reading and related support and improved the Water Department’s ability to initiate
and enforce collection of delinquent accounts. From 2011-2013, as required in the long-term meter reading
contract, ITRON, the service provider, conducted battery replacement of the vast majority of radio transmitter
devices, thereby extending their capability to the year 2025, approximately. During Fiscal Year 2014, the
Water Department’s AMI team began studying Second Generation Advanced Metering Infrastructure (AMI),
which is intended to provide enhanced capabilities in water consumption, management and revenue generation.
The AMI team contains representatives of the Water Department and the Water Revenue Bureau and continues
to provide executive decision-makers with data and information to develop a strategic plan for the funding and
implementation of the AMI System.

Charter Amendment and Rate Ordinance

In November 2012, Philadelphia voters approved an amendment to the Charter to allow City Council
to establish, by ordinance, an independent rate-making body responsible for fixing and regulating rates and
charges for water and sewer services, provided that City Council, by ordinance, establish open and transparent
processes and procedures for fixing and regulating those rates and charges. The Rate Ordinance became
effective January 20, 2014, and the Board has been formed. Any changes to rates and charges to be made by
the Board in accordance with the standards established by City Council are expected to take effect in future
rate proceedings and will not affect current rates in effect as of the date of issuance and delivery of the Bonds.

The Charter still mandates that the standards pursuant to which rates and charges are fixed
shall be such as to yield to the City at least an amount equal to operating expenses and interest and
sinking fund charges on any debt incurred or about to be incurred for water supply, sewage and sewage
disposal purposes. In computing operating expenses, proportionate charges for all services performed
for the Water Department by all officers, departments, boards or commissions of the City also are
included.

While any Water and Wastewater Bonds are outstanding, the Board also will be required to set

rates and charges in amounts sufficient for the City to comply with the provisions of the General
Ordinance.
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The Rate Ordinance subjects the Board to the following when making a rate determination:

Standards for Rates and Charges.

(a) The rates and charges shall be such as shall yield to the City at least an
amount equal to operating expenses and debt service, on all general obligations of the City in respect of the
water, sewer, stormwater systems and, in respect of Water and Wastewater Revenue Bonds, such additional
amounts as shall be required to comply with the Rate Covenant and the Debt Reserve Requirement, and
proportionate charges for all services performed for the Water Department by all officers, departments, boards
or commissions of the City.

(b) The rates and charges shall yield not more than the total appropriation from
the Water Fund to the Water Department and to all other departments, boards or commissions, plus a
reasonable sum to cover unforeseeable or unusual expenses, reasonably anticipated cost increases or
diminutions in expected revenue, less the cost of supplying water to City facilities and fire systems and, in
addition, such amounts as, together with additional amounts charged in respect of the City’s sewer system,
shall be required to comply with the Rate Covenant and Debt Reserve Requirement in connection with the
issuance of any Water and Wastewater Revenue Bonds. Such rates and charges may provide for sufficient
revenue to stabilize them over a reasonable number of years.

(1) In fixing rates and charges, the Board shall recognize the
importance of financial stability to customers and fully consider the Water Department’s Financial Stability
Plan (defined herein). In addition, the Board shall determine the extent to which current revenues should fund
capital expenditures and minimum levels of reserves to be maintained during the rate period. When
determining such levels of current funding of capital expenditures and minimum levels of reserves, the Board
shall consider all relevant information presented including, but not limited to, peer utility practices, best
management practices and projected on customer rates. The Board shall set forth any such determinations in a
written report.

(i1) Rates and charges shall be developed in accordance with sound
utility rate making practices and consistent with the current industry standards for water, wastewater and
stormwater rates.

(ii1) Whenever the Water Department has proposed changes to the rates
and charges, the Board, shall issue a written report incorporating the information used by the Board in reaching
a decision to approve, modify or reject the proposed rates and charges.

@iv) The decision to approve, modify or reject the proposed rates shall
be made in a timely manner, but no later than 120 days from the filing of notice of any proposed change in
rates and charges.

(©) The rates and charges shall be equitably apportioned among the various
classes of consumers and shall be just, reasonable and nondiscriminatory as to the same class of consumers.

(d) Special rates and charges, to be designated as ‘“charity water rates and
charges”, shall be established for public and private schools, institutions of purely public charity, and places
used for actual religious worship.

(e) Special rates and charges, to be designated as “public housing water rates

and charges” shall be established for property of the Philadelphia Housing Authority and shall be set so that
the Philadelphia Housing Authority receives a five percent (5%) reduction of service and quantity charges.
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The Rate Ordinance also requires the Water Department to develop a comprehensive plan (“Financial
Stability Plan”), pursuant to which the Water Department shall forecast capital and operating costs and
expenses and corresponding revenue requirements. The Water Department, in the Financial Stability Plan,
shall identify the strengths and challenges to the Water Department’s overall financial status including the
Water Fund’s credit ratings, planned and actual debt service coverage, capital and operating reserves and
utility service benchmarks. The Water Department shall compare itself to similar agencies in peer cities in the
United States. The Water Department shall submit an updated Financial Stability Plan to City Council every
four years and updated prior to proposing revisions in rates and charges.

See “— Philadelphia Water, Sewer and Stormwater Rate Board” and “— Rate Setting,” below. The
Rate Ordinance does not impose specific requirements for liquidity, reserve levels and funding of capital
expenditures. A copy of the Rate Ordinance is available at the Office of the Director of Finance, 1300
Municipal Services Building, 1401 J. F. Kennedy Boulevard, Philadelphia, Pennsylvania 19102 or online at
www.phila.gov.

Any changes to the process for determination of rates and charges to be implemented pursuant to the
Rate Ordinance are expected to become effective for future rate proceedings and will not affect current rates
applicable during the issuance and delivery of the Bonds.

Philadelphia Water, Sewer and Stormwater Rate Board

The Rate Ordinance provides for the creation and implementation of the Board, consisting of five
members serving staggered terms. The members are appointed by the Mayor and confirmed by City Council,
and the Mayor has sole discretion to remove Board members for cause, including conflicts of interest and
neglect of duty. Board members who resign or are removed may be replaced by a mayoral appointee
confirmed by City Council, and such successor may serve for the remaining term of the replaced member.

The Rate Ordinance requires that Board members be City residents with a minimum of five years
professional experience in one or more of the following fields: (1) public or business administration, (2)
finance, (3) utilities, (4) engineering or (5) water resources management. At least one member must have
experience as a consumer advocate in utility rate cases(’), and one member must be a commercial and/or
industrial ratepayer( ) with knowledge and experience related to stormwater management and rates. The
Board members are not compensated for their services, but are entitled to reasonable expenses consistent with
their duties. In addition, the Board shall receive an appropriation sufficient to allow it to carry out its
responsibilities. Brief biographical descriptions of the members of the Board are set forth below.

Nancy Winkler — Appointed City Treasurer effective January 31, 2011. Prior to her tenure with the
City, Ms. Winkler worked for over 28 years with Public Financial Management (the PFM Group), from 1990
to 2011 as Managing Director, with responsibility to manage the firm’s municipal, state and authority practices
in New York and Maryland. (Term expires July 1, 2015.)

Lee Huang — As Senior Vice President and Principal at Econsult Solutions, Ms. Huang provides
business and public policy makers with economic consulting services in public infrastructure, development,
public policy, public finance, and community and neighborhood development. (Term expires July 1, 2016.)

Michael Chapman™ — COO of Chapman Auto Stores. Mr. Chapman previously served on the
Philadelphia Water Department’s Stormwater Customer Advisory Committee. (Term expires July 1, 2017.)

Sonny Popowsky — Mr. Popowsky previously served as the Consumer Advocate of Pennsylvania

from 1990 to 2012 and was a member of the Keystone Energy Board and the U.S. Department of Energy and
Electricity Advisory Committee. (Term expires July 1, 2018.)
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Bernard Brunwasser — Former Commissioner, Deputy Water Commissioner and General Manager
of the Finance Division for the Philadelphia Water Department. Mr. Brunwasser served on the finance
committee of American Water Works Association. (Term expires July 1, 2019.)

Rate Setting

Under the Rate Ordinance, the Board replaces the Water Department as the entity responsible for
setting water, waste water and stormwater rates. The Board must establish open and transparent processes and
procedures for public comment on proposed rates and charges and must promulgate regulations for rate
hearings and determination of rates and charges consistent with the Philadelphia Code. Until such regulations
are adopted, the Board must follow existing Water Department regulations regarding rate setting. Prior to
fixing and regulating rates, the Board must hold public hearings. The Water Department is required to provide
supporting documentation (including financial accounting and engineering data) to the Board with regard to (i)
establishing revenue requirements necessary to meet the System’s immediate and long term operating and
capital needs, (ii) maintaining the utility’s financial stability (with reliance upon the Financial Stability Plan)
and (iii) providing a fair allocation of costs among customer groups based upon cost of service principles.

The Rate Ordinance requires that when the Water Department has proposed changes in rates and
charges, the Board must prepare a written report containing the information the Board utilized in reaching its
decision to approve, modify or reject the proposed rates and charges. The Board’s decision must be made in a
timely manner and no later than 120 days from the filing of notice of any such proposed changes. If the Board
is unable to act on the proposed rates and charges within that time frame, the Water Department may establish
emergency rates and charges on a temporary basis pending a final determination by the Board.

MANAGEMENT INITIATIVES

The Water Department has implemented several initiatives designed to increase the efficiency of its
operations and reduce costs.

Water Department’s Long Term Combined Sewer Overflow Program — Green City, Clean Waters
Program

The fundamental goal of the Water Department’s Long Term Combined Sewer Overflow Program
which is referred to as the “Green City, Clean Waters Program,” is to improve and preserve the water
environment in the Philadelphia area and to fulfill the Water Department’s obligations under the Clean Water
Act and the Pennsylvania Clean Streams Law.

The Green City, Clean Waters Program is a program that utilizes green sustainable infrastructure to
control stormwater and reduce combined sewer overflows, while also having the following ancillary benefits:

. Utilizing rainwater as a resource by recycling, re-using and recharging long neglected
groundwater supplies;

. Maintaining and upgrading one of the nation’s oldest water infrastructure systems;

. Transforming rivers and streams into recreation destinations and green open spaces for
visitors and residents;

. Preserving and restoring habitat for aquatic species within urban stream corridors;

. Revitalizing the City with an emphasis on sustainability; and
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. Energizing citizens, partnerships and public and regulatory partners to adopt and join in this
watershed-based strategy.

The City has been recognized as a national leader in its approach to the management and reduction of
CSOs. See APPENDIX II — “Organization and Management — Strategic Plan and Management Initiatives.” Its
Green City, Clean Waters Program is an innovative stormwater management program that uses “green”
infrastructure rather than undertaking a “grey” approach to the management of CSOs. Unlike traditional
surfaces that repel the rain, contributing to overflows of the System, green technologies such as stormwater
tree pits, vegetated bumpouts, porous asphalt, rain gardens and sidewalk planters capture rainwater runoff to
infiltrate, store and manage the rain as a resource. By contrast, a grey approach relies on the construction of
tunnels and holding tanks for storage of combined sewer overflow until it can be processed. The Green City,
Clean Waters Program works in tandem with the Mayor’s Greenworks Philadelphia in order to reinvent the
City into a green, sustainable city of the future. As part of the Green City, Clean Waters Program, the City
expects to spend approximately $2.4 billion over 25 years to use green technologies to satisfy the requirements
of the COA.

Water Accountability

The Water Department has been successful in developing and applying programs to reduce uncaptured
revenue and the loss of finished water from the distribution system. The Water Department has cut its non-
revenue water by 40% over the past decade, from a typical annual level of 120-140 MGD prior to Fiscal Year
1995 to 86.3 MGD at the close of Fiscal Year 2013. The Water Department has been active in promoting new
methods through the AWWA, and has attained recognition as an industry leader in this regard. The Water
Department was the first water utility in the United States to adopt the best management water audit approach
published by the International Water Association and the AWWA in 2000. The method accounts for all water
as either consumption or losses. Apparent losses are paper losses due to customer meter inaccuracies, billing
error or unauthorized consumption. These losses cause water utilities to lose a portion of the revenue to which
they are entitled. Real losses are physical losses, largely leakage. These losses cause excess production costs
for water utilities. The summary data from the Water Department’s recent water auditing history is given
below.

Over recent years the Water Department has implemented a host of programs to reduce and control
water and revenue losses. In order to optimize revenue capture, the Water Department operates a Customer
Meter Management Program featuring the nation’s second largest water utility AMR system, and a successful
Revenue Protection Program which has recouped millions of dollars of uncaptured revenue as shown in the
table below. See also “RATES — Automatic Meter Reading.”

[Remainder of page left blank intentionally]
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Table 14
Philadelphia Water Department

Water Accountability

Component FY2013 FY2012 FY2011 FY2010 FY2009
-Water Supplied, mgd 238.4 237.1 250.0 244.5 245.8
(A)
-Billed Consumption, 152.1 152.6 158.4 165.9 174.6
mgd (B)
-Unbilled Authorized 54 33 2.1 2.0 2.1
Consumption, mgd (C)
-Unbilled Authorized $1,398,440 $1,052,000 $866,917 $778,548 $713,800
Consumption Costs
-Total Authorized 157.5 155.9 160.5 167.9 176.6
Consumption, mgd
D=B + C)
-Water Losses, mgd (A- 80.9 81.2 91.2 76.6 71.2
D)
-Apparent Losses, mgd 20.5 214 23.1 17.0 15.0
(E)
-Apparent Losses costs, $43.1 $43.1 $43.5 $30.0 $22.2
million
-Real Losses, mgd (F) 60.4 60.0 66.3 59.6 56.2
-Real Losses costs, $8.15 $8.32 $7.36 $5.87 $4.84
million
-Infrastructure Leakage 8.8 10.2 11.5 9.9 8.9
Index, dimensionless
-Non-revenue Water, 86.3 84.6 91.6 78.6 73.3
mgd
-Percent Non-revenue 38.5 38.4 39.7 349 323
Water by volume*
-Percent Non-revenue 21.1 22.2 23.2 16.3 12.5
Water by cost

Unbilled Authorized Consumption = components of Authorized Consumption which are not billed and do
not produce revenue.

Non-revenue Water = Unbilled Authorized Consumption (C) + Apparent Losses (E) + Real Losses (F), or
Non-revenue Water = Unbilled Authorized Consumption + Water Losses

*Percent Non-revenue Water by volume = Non-revenue Water/(Water Supplied — Exports).
For example, in Fiscal Year 2010, 78.6/(244.5 — 19.2) = 34.9%Non-revenue Water by volume.
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Table 15
Revenue Recoveries through the Water Department’s and Water Revenue Bureau’s
Revenue Protection Program and Re-Inspection Program

Water Recovered Revenue
Fiscal Year (MGD) Recovered
2000 1.39 $ 2,493,949
2001 5.81 3,398,952
2002 0.69 1,705,932
2003 1.14 2,386,379
2004 1.67 2,449,327
2005 1.74 3,084,261
2006 1.01 1,622,768
2007 0.36 871,780
2008 0.40 1,026,920
2009 1.00 1,803,272
2010 1.49 2,554,261
2011 2.30 3,889,675
2012 2.40 4,336,492
2013 2.56 4,453,107
2014 1.74 5,015,532
Total 25.70 $41,092,607

“Fiscal Year 2014 data only reflects recoveries for the Revenue Protection Program. Fiscal Year 2014 data for the Re-Inspection
Program is not available.

Note: Revenue Recovered is based on additional billings that were rendered. Data regarding actual collections of these billings
is not available.

The Water Department conducts a variety of activities to proactively contain leakage losses in the
water distribution system. The successful Leak Detection Program has been in continuous use for over 30
years and surveys the system for hidden leaks by actively patrolling approximately one-third of the system
each year. As part of a research project, in 2007 the Water Department installed instrumentation to control
leakage by advanced pressure management in a District Metered Area (“DMA™). This technology resulted in
up to 90% reduction of the leakage rate in this small pilot area. The Water Department was one of the first
water utilities in the United States to employ this technique to inhibit the return of leakage and to lessen the
occurrence of water main breaks.

The Water Department also contracts for in-line leak detection in active large-diameter transmission
water piping. In the first seven years of the program, a total of almost 42 miles of piping was scanned and 83
hidden leaks were pinpointed. A number of these leaks were found to exist on inaccessible piping beneath
interstate highways and wooded parkland. This service has added another highly effective tool to the battery
of methods that the Water Department is employing to minimize lost water.

In Fiscal Year 2014, 99.7% of all hydrants were operational. The implementation of a proactive
program to track hydrant information and deploy repair crews has resulted in hydrant availability remaining
significantly above 99%. The program includes routine inspection, repair and painting. During Fiscal Year
2013, the Water Department coordinated with the Philadelphia Fire Department to inspect virtually all of the
City’s 25,321 fire hydrants and conducted 5,496 repairs, painted 4,282 hydrants and installed 313 tamper-proof
hydrant locks.
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Wastewater Master Planning

The Water Department has created a dedicated Wastewater Planning Program within the Planning and
Research Section to facilitate and lead long term strategic planning efforts for the City’s Wastewater System.
The Wastewater Planning Program is currently developing a 50-year Wastewater Master Plan, that will
incorporate the regulatory requirements contained in the COA and LTCP, connect the collection system and
treatment facilities holistically, and look beyond current regulatory drivers to envision the future of the utility.
The Wastewater Master Plan will not only deliver a system plan based on current information, but also will
provide a mechanism for establishing business processes, identifying ongoing data assessments and trend
analyses, and updating the Master Plan on a regular basis. These efforts will be used to inform the Capital
Improvement Program, prioritization of capital projects, research, studies and related wastewater planning
work.

Planning and Research initiated the Wastewater Master Plan by assessing existing plant infrastructure,
analyzing historic data trends, and mapping timelines for the COA and LTCP and Philadelphia Air
Management Services (odor control) regulatory construction timelines. Through 2014, the Water Department
completed a 50-year population and wastewater flow projection study to determine that the existing WPCP
infrastructure has sufficient capacity to meet projected dry weather flow through 2065. A wet weather
capacity plan to meet the 20-year milestones of the COA and LTCP, and 50-year wet weather study are in
progress. The Water Department expects to complete the Wastewater Master Plan for all three WPCPs and
collection systems on or about December of 2015. It will continue to re-examine city-wide strategies to
proactively address any new regulatory issues or changing demographics and maximize resources in
wastewater to capture energy or nutrients as part of its ongoing mission of achieving sustainability and cost
savings.

Water Master Planning

As for Wastewater Master Planning, the Water Department has created a dedicated Water Planning
Program within Planning and Research Section to facilitate and lead long term strategic planning efforts for the
City’s Water System. The Water Planning Program is currently developing a 50-year Water Master Plan that
will document existing conditions, evaluate Water System data and trends, and plan for the future of the utility.
The Water Master Plan will not only deliver a system plan based on current information, but also will provide
a mechanism for establishing business processes, identifying ongoing data assessments and trend analyses, and
updating the Master Plan on a regular basis. These efforts will be used to inform the Capital Improvement
Program, prioritization of capital projects, research, studies and related water planning work.

Planning and Research initiated the 50-year Water Master Plan in 2014 by starting a series of
workshops for engaging the Water Department’s experts, collecting existing system information and
performing data assessments and trend analyses of system data. The Water Department expects to complete
the Water Master Plan on or about December of 2016. It will continue to re-examine city-wide strategies
address any new regulatory issues, changing demographics and external drivers such as climate change, water
conservation and system expansion.

Investigation and Mitigation of Flooding

Several areas of the City (South Philadelphia, Northern Liberties, Washington Square West and
Germantown) have experienced significant basement flooding during intense rain events. The frequency and
intensity of flood producing rain events have increased in recent years. The Water Department has initiated a
hydraulic analysis of the sewer system in the flood prone areas in order to understand the cause of basement
flooding as well as to determine possible solutions. The Water Department will continue to incorporate flood
relief capital projects into its capital program. These projects by their complex nature will take many years to
plan, design and construct. In order to provide more immediate relief for properties while capital solutions are
identified, designed, and constructed, the Water Department has established an assistance program called the
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Basement Backflow Prevention Program. The Water Department uses private plumbers to evaluate flood
prone properties to determine if they would benefit from the installation of one or more backflow prevention
devices. If the determination is positive, then a backflow prevention device is engineered for that particular
property and installed by a private plumber at the Water Department’s cost. The property owner must agree to
accept maintenance responsibility for the backflow prevention device. All areas within the City are now
eligible.

Cityworks Computerized Maintenance Management System

The Water Department has utilized computer tracking of its operations and maintenance activities for
over 30 years. Historically, the Water Department created individual databases to track underground asset
management, pipeline and sewer repairs and work on other systems. Since 2009, the Water Department has
consolidated its analysis of the multiple systems for maintenance and operations through a program called
Cityworks. On June 5, 2012, Phase II launched and included simultaneous activation of numerous core field
workgroups, including Customer Service, Emergency Desk, Distribution, Sewer Maintenance and the Call
Center, thereby improving customer service and data handling. Cityworks implementation is currently in the
final phase, which involves incorporation of ancillary groups such as Green Infrastructure. Future
enhancements to Cityworks include the development of reporting and data analysis capabilities that are
expected to result in additional improvements to operations and maintenance tracking.

Energy

Historically, the pricing of energy has determined how the Water Department thinks about energy. By
monitoring electrical demand and reducing waste, the Water Department has effectively controlled its energy
costs. However, removal of the rate caps on electricity, volatile energy markets in general, wet weather
pumping scenarios, and carbon footprint reduction have initiated a fresh look into policies and procedures to
conserve energy and identify alternative sources. The Water Department convened an energy management
team which developed a comprehensive energy policy titled the Utility-Wide Strategic Energy Plan. This Plan
includes Key Performance Indicators, Energy Conservation Measures, energy cost projections, and options to
develop renewable energy sources.

In alignment with the Strategic Energy Plan, construction of a 5.6 megawatt digester gas (biogas
which is a renewable energy source) cogeneration facility has been completed at the Water Department’s
Northeast WPCP. The cogeneration facility went into operation in December 2013. Once consistent
operations have been established, the facility is projected to produce over 40 million kilowatt hours (“kWh”)
per year, which is approximately 85% of the treatment plant’s use or 15% of the Water Department’s current
annual electricity usage. See “OUTSTANDING INDEBTEDNESS AND OTHER LONG-TERM
AGREEMENTS — Other Obligations” for more information regarding the Water Department’s obligations
respecting the cogeneration facility at the Northeast WPCP.

The Water Department continues to explore the feasibility of renewable energy opportunities at its
facilities including sewage biogas co-digestion, geothermal heat pump systems, hydroelectric, hydrokinetic,
food waste co-digestion, and other enhanced gas production pathways. The triple bottom line approach is
applied in order to evaluate each of the potential technologies as part of the decision making process.

Security of Water Department Facilities and Water Supply

In light of the events of September 11, 2001, the Water Department took steps to improve the security
of the City’s water supply and all other major Water Department facilities and assets. These steps were taken
in close coordination with the City’s Managing Director’s Office and all other appropriate City agencies and
departments. The Water Department is a representative agency in the City of Philadelphia Emergency
Operations Center, which is designed to permit City emergency personnel to respond quickly to any major
event through specialized computer and communications equipment, including a backup 911 system. The
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Water Department remains in contact with federal, state, and local law enforcement and emergency personnel
and has performed a vulnerability analysis of its entire potable water system. The work was primarily funded
by the EPA.

It should be noted that the Water Department had an extensive water quality protection and security
plan in place prior to September 11, 2001. All finished water basins are completely covered; all plants are
fenced in and topped by barbed wire; gates are secured; video surveillance equipment has been installed; and
the Water Department continues to draw and conduct nearly one thousand tests on water samples from various
locations each day. Municipal guards have been assigned to the main entrance at each water plant since 2002
to control access to the facility to only authorized persons and/or deliveries. Online water quality monitors
provide continuous testing of all stages of the treatment process.

Using EPA funding, the City also installed a Contamination Warning System Demonstration Pilot in
May 2013. The technologies, tools and plans developed under the Contamination Warning System are now
being implemented as part of the Water Department’s routine operations and emergency response capabilities.

Through the Water Department’s Source Water Protection Program, the Schuylkill Action Network
(“SAN”) was formed to focus on source water protection and drinking water quality issues of the Schuylkill
River watershed. SAN has been developing and implementing projects that restore and protect the watershed
as a regional drinking water source and promote stewardship and education. SAN’s projects have also
involved transferring the experience and lessons learned to other communities and enhancing
intergovernmental communication and coordination. SAN received the 2013 Governor’s Award for
Environmental Excellence. This and other awards recognize the Water Department as the model for the region
and country in the area of source water protection.

The Source Water Protection Program initiated the first early notification system for regional water
quality and quantity events, the Delaware Valley Early Warning System (“EWS”). The EWS provides
valuable services to subscribing public and private water suppliers, surface water dependent industries, and
government agencies throughout the lower Delaware and Schuylkill watersheds. The successful application
and development of the EWS is largely dependent on collaboration among these stakeholders. The EWS
provides important information regarding the occurrence and status of contamination events in the coverage
area. Technological components, such as a sophisticated notification system, secure database portal, user-
friendly website, and comprehensive water quality and flow monitoring network create the
advanced functionality and unique capabilities that make the EWS an international model for surface water
notification and monitoring systems.

The Source Water Protection Program also launched the first recreational advisory system of its kind
relaying real-time precipitation, turbidity, and flow data to forecast probable bacteria levels in the Schuylkill
River between Manayunk and Boathouse Row. The website, called the Philly RiverCast System, uses a three-
tier color scale to designate the suitability of water quality for contact recreational activities.

To further ensure the safety and quality of the City’s drinking water, the Water Department will
continue to expand its network to constantly monitor water quality using online instrumentation. This will
allow the Water Department to track real-time water quality conditions at strategic locations throughout the
City’s water distribution system and to monitor any variations should they occur.

Design preparation is currently underway for emergency generation equipment and switchgear
replacement at the following facilities: Torresdale Raw Water pump station and East Oak Lane pumping
station. The project to install standby generators at the Fox Chase Booster Pump Station was bid on May 21,
2013 and the contractor was issued a Notice to Proceed on August 7, 2013. The remainder of the Water
Department facilities are being studied and evaluated. Subject to space constraints, switchgear requirements,
and coordination with other projects, it is anticipated that most of these facilities will be outfitted with back-up
power generators by 2017.
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INVESTMENT CONSIDERATIONS
System Revenues, Expenditures, Financing and Capital Assets

Actual operation, maintenance and repair expenses of the System may be greater or less than currently
projected. Factors such as damages to facilities and infrastructure, changes in technology, regulatory
standards, and increased costs of material, energy, labor and administration can substantially affect the
expenses of the Water Department. Although the City has covenanted to set rates and charges in amounts
sufficient to pay debt service on the Bonds in accordance with the provisions of the General Ordinance, there
can be no assurance that amounts will be so sufficient or that sufficient amounts will be collected.
Furthermore, increases in rates and charges could result in a decrease in demand for usage and result in a
decrease in revenues.

Operation of the System requires significant capital expenditures that are partially dependent on the
City’s ability to secure appropriate financing. Disruptions in the capital and credit markets may limit the
City’s access to capital. Without sufficient capital, or if the cost of borrowing increases, it may materially and
adversely affect the business, financial condition, and results of operations of the Water Department.

Water and wastewater operations entail specific risks and may impose significant costs. Wastewater
collection and treatment and septage pumping and sludge hauling involve various unique risks. If collection or
treatment systems fail or do not operate properly, or if there is a spill, untreated or partially treated wastewater
could discharge onto property or into nearby streams and rivers, causing various damages and injuries,
including environmental damage. These risks are most acute during periods of substantial rainfall or flooding,
which are the main causes of CSO and system failure. Any failure of water and wastewater treatment plants,
networks of water and wastewater pipes, or water reservoirs could result in losses and damages that may
adversely affect the business, financial condition, and results of operations of the Water Department.

General Economic Conditions

General economic conditions may affect the Water Department’s financial condition and results of
operations. A general economic downturn may lead to a reduction in discretionary and recreational water use.
General economic turmoil also may lead to an investment market downturn, which may result in asset market
values (including pension plan assets) suffering a decline and significant volatility. For instance, a decline in
the City’s pension plans’ asset market values could increase required cash contributions to these plans from the
Water Fund and increased pension expenses in subsequent years.

Environmental Regulations

The City is subject to state and federal environmental laws and regulations applicable to the System.
These laws and regulations are subject to change, and the City may be required to expend substantial funds to
meet the requirements of such changing laws and regulations in the future. Failure to comply with these laws
and regulations may result in the imposition of administrative, civil and criminal penalties, or the imposition of
an injunction requiring the City to take or refrain from taking certain actions. In addition, the City may be
required to remediate contamination on properties owned or operated by the City or on properties owned by
others, but contaminated as a result of City operations.

Water and wastewater services are governed by various federal and state environmental protection and
health and safety laws and regulations, including the federal Safe Drinking Water Act, the Clean Water Act
and similar state laws, and federal and state regulations issued under these laws by the EPA and PaDEP.
These laws and regulations establish, among other things, criteria and standards for drinking water and for
discharges into the waters of the United States and nearby states. Pursuant to these laws, the Water
Department is required to obtain various environmental permits for operations. Violations or noncompliance
could result in fines or other sanctions by regulators and/or such violations or noncompliance could result in

55



civil suits. Environmental laws and regulations are complex and change frequently. These laws, and the
enforcement thereof, have tended to become more stringent over time. While the Water Department has
budgeted for future capital and operating expenditures to comply with these laws and permitting requirements,
it is possible that new or stricter standards could be imposed that will require additional capital expenditures or
raise operating costs.

Climate change is receiving ever increasing attention worldwide. Climate change laws and
regulations have been passed and are being proposed that require compliance with greenhouse gas emissions
standards, as well as other climate change initiatives. Because of the uncertainty of future climate change
regulatory requirements, the Water Department cannot predict the potential effects of future laws and
regulations on operations.

Weather and Seasonal Fluctuations

The Water Department’s operations are affected by weather conditions and are subject to seasonal
fluctuations, which could adversely affect demand for services and revenues and earnings.

The Water Department depends on an adequate water supply to meet the present and future demands
of customers. Drought conditions could interfere with sources of water supply and could reduce demand due
to the implementation of the Water Department’s drought emergency restrictions, which could adversely affect
the Water Department’s ability to supply water in sufficient quantities to existing and future customers. An
interruption in water supply could have a material adverse effect on the operations of the Water Department.

Security of the System

Damage to the System resulting from vandalism, sabotage, or terrorist activities may adversely affect
the operations and finances of the System. There can be no assurance that the City’s security, emergency
preparedness and response plans will be adequate to prevent or mitigate such damage, or that the costs of
maintaining such security measures will not be greater than currently anticipated. See “MANAGEMENT
INITIATIVES — Security of Water Department Facilities and Water Supply” for efforts the Water Department
has taken to secure the System.

The Water Department is increasingly dependent on the continuous and reliable operation of
information technology systems, and a disruption of these systems, resulting from cyber security attacks or
other events, could adversely affect its business. The Water Department relies on information technology
systems with respect to customer service and billing, accounting and, in some cases, the monitoring and
operation of treatment, storage and pumping facilities. In addition, the Water Department relies on these
systems to track utility assets and to manage maintenance and construction projects, materials and supplies. A
loss of these systems, or major problems with the operation of these systems, could adversely affect operations
and have a material adverse effect on the financial condition and results of operations of the Water
Department. Information technology systems may be vulnerable to damage or interruption from the following
types of cyber security attacks or other events:

. power loss, computer systems failures, and internet, telecommunications or data network
failures;

. operator negligence or improper operation by, or supervision of, employees;

. physical and electronic loss of data;

. computer viruses, cyber security attacks, intentional security breaches, hacking, denial of
service actions, misappropriation of data and similar events;

. difficulties in the implementation of upgrades or modification to information technology
systems; and

. hurricanes, fires, floods, severe weather events and other natural disasters.

56



Although the Water Department does not believe that its systems are at a materially greater risk of cyber
security attacks than other similar utilities, its information technology systems may be vulnerable to damage or
interruption from the types of cyber security attacks or other events listed above or other similar actions, and
such incidents or other events may go undetected for a period of time.

Limited Recourse on Default

The rights of Bondholders are limited in the event the City defaults on its obligation to pay debt
service on the Bonds. The ultimate enforcement of Bondholders’ rights upon any default by the City in the
performance of its obligations under the Act, the General Ordinance and the Bonds will depend upon the
application of remedies provided in the Act, the General Ordinance and other applicable laws. Litigation may
be necessary to obtain relief in accordance with these remedies. Such litigation may be protracted and costly.
Remedies such as mandamus, specific performance or injunctive relief are equitable remedies, which are
subject to the discretion of the court. See “REMEDIES OF BONDHOLDERS” and APPENDIX II —
“SUMMARIES OF CERTAIN AUTHORIZATIONS FOR THE BONDS” herein.

Bankruptcy

The rights of the owners of the Bonds are subject to the limitations on legal remedies against the City,
including applicable bankruptcy, moratorium, insolvency or other laws affecting creditor’s rights or remedies
and are subject to general principles of equity (regardless of whether such enforceability is considered in
equity or at law), to the exercise of judicial discretion in appropriate cases and to the limitations on legal
remedies against governmental entities in the Commonwealth of Pennsylvania. Bankruptcy proceedings, or
the exercise of powers by the federal or state government, if initiated, could subject the owners of the Bonds to
judicial discretion and interpretation of their rights in bankruptcy or otherwise, and consequently may entail
risks of delay, limitation, or modification of their rights or the modification of City covenants affecting the
System or Project Revenues.

The Pennsylvania Intergovernmental Cooperation Authority Act for Cities of the First Class (the
“PICA Act”) prevents the City from filing a petition for relief under Chapter 9 of the Federal Bankruptcy Code
(“Chapter 9”) as long as the Pennsylvania Intergovernmental Cooperation Authority (“PICA”) has outstanding
any bonds issued pursuant to the PICA Act (“PICA Bonds”). In order to file for bankruptcy under Chapter 9
after the PICA Bonds have been repaid in full, the City must obtain the written approval of the Governor of the
Commonwealth. As of the close of business on February 28, 2015, the principal amount of PICA Bonds
outstanding was $363,640,000. The final maturity date of the PICA Bonds is June 15, 2023. See APPENDIX
IV — “GOVERNMENT AND FINANCIAL INFORMATION OF THE CITY OF PHILADELPHIA Summary
Financial Information — Pennsylvania Intergovernmental Cooperation Authority.”

The filing of a petition under Chapter 9 operates as an automatic stay of the commencement or
continuation of any judicial or other proceeding against the debtor or its property. However, a petition filed
under Chapter 9 does not operate as a stay of the application of pledged special revenues to the payment of
indebtedness secured by such revenues. Special revenues include receipts derived from the ownership or
operation of systems that are primarily used or intended to be used primarily to provide transportation, utility
or other services, including the proceeds of borrowings to finance such systems. The Federal Bankruptcy
Code further provides that special revenues acquired by the debtor after the commencement of a Chapter 9
case shall remain subject to any lien resulting from any security agreement entered into by the debtor before
the commencement of the case. However, the lien on special revenues derived from a system will be subject to
the payment of the necessary operating expenses of that system. Therefore, Project Revenues acquired by the
City after the filing of a Chapter 9 petition would remain subject to the lien created by the General Ordinance
in favor of the Bondholders, but will be subject to the payment of Operating Expenses of the System, which
are priority payments. A bankruptcy court’s interpretation of ‘necessary operating expenses’ under the Federal
Bankruptcy Code could dif