City of Philadelphia Water Department D

2013 Investor Conference




300 Years of Management Experience

Joseph Clare, CPA

B Finance 40 years

|_|Christopher Crockett, PE 20
Planning years
Steve .Furte.k, PE 30 years

26 years Engineering
35 years Mami Hara, AICP, ASLA Debra McCarty
Chief of Staff — Operations 34 years
Howard Neukrug, PE,BCEE I
Commissioner !
| Scott Schwarz, Es
, » B30 Gerald Leatherman, Esq
Chief Counsel ] Administration 24 years
32 years

. Joanne Dahme 32
Public Affairs years
u David Katz 26 years

Compliance
Michelle L. Bethel

— WRB 20 years




Executive Summary

Integrated, regional water and wastewater services to Southeastern PA
Recognized leader in the US Water Industry for our innovation and leadership
Strong, experienced and stable management team

A long history of conservative budgeting and projections and significant reserves

Recently updated and integrated Strategic Business Plan, Financial Plan and Capital
Plan

History of approvals for steady rate increases averaging ~ 6% per year
Rates remain low in comparison to other regional utilities
A strong vision for moving toward the “Utility of the Future”

In strong partnership with our regional and national regulators, environmental
advocacy groups, local consumer advocates and business leaders and our City
Government



Three Integrated Plans to Support Sustainable,
Cost Effective Infrastructure

e Strategic Business Plan

— Clear and unified vision, direction, initiatives
— Focused development of staff throughout development of the plan
and its initiatives
e Financial Plan

— Increase in coverage and liquidity
— Corollary focus on financial literacy and support of financial

responsibilities internally and externally
e (Capital Plan

— Focused upon meeting the four components of sustainable cost
effective infrastructure management

— State of the art planning approaches and technologies employed



Four Components of Sustainable, Cost Effective
Infrastructure Management

* Asset management
— Making the right investments at the right time

e Infrastructure Financing and the Full Cost of Water

— Using all available options to invest in our system

Water and Energy Efficiency

— Adopting sustainable practices and technologies for improving
efficiency, reducing costs and addressing future needs

e Alternative Technology Optimization

— Using the best, the new and the innovative solutions



System Overview
2,000 employees serving over 2 million customers

over 200 square miles

Service Area: 230 sg. mi.

e Retail: 134 sg. mi.
e Wholesale: 96 sq. mi.

Wholesale and retail water,
wastewater and stormwater

Active Accounts: 581,587

Population served: 2.3 million
Annual Operating Budget of $702 M
Annual Capital Budget of $250+ M

Estimated replacement value: $30 B

6 modern water and wastewater
treatment facilities

Over 1 Billion GPD of drinking water
storage

Nearly 7,000 miles of water and
sewer piping

P3’s for Sludge Pelletization,
Cogeneration, AMR



Overview of Existing Retail Rates and Charges

Water + Wastewater — Meter Based Billing

* More than 99.5% AMR coverage
e Approximately 98% collection rate
* Municipal properties are billed 100% of cost of service

Stormwater Management — New Parcel Based Billing in place

e Successful implementation of a parcel based billing system for stormwater
e Adopted four-year transition to minimize increases to negatively impacted customers
e Initiated billing of stormwater only properties
e Developed a number of supportive programs:
e Citizens Advisory Committee
* Stormwater Management Incentives Program
e Stormwater Assistance Phase-in Program
* Enhanced stormwater CAP program
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Retail Rates are Comparable Regionally
and Nationally

$100 - National Comparison (2011)
$90 - Combined Household Water, Wastewater, and Stormwater Charges
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2012 Regional Residential Rate Comparisons

Companies Water Charge Sewer Charge Stormwater Charge
Aqua Pennsylvania $59.90 N/A N/A
Pennsylvania American Water $54.60 N/A N/A
New Jersey American Water $37.26 N/A N/A
North Penn Water Authority $23.25 N/A N/A
North Wales Water Authority $20.16 N/A N/A
Doylestown Township $29.02 $38.75 N/A
Lower Gwynedd Municipal Auth. N/A $29.23 N/A
CCMUA (Camden County) $37.26 $34.92 N/A
City of Trenton, New Jersey $28.11 $25.69 N/A

Philadelphia Water Department $27.50 $21.14 $12.10
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Implementing the Strategic Plan

Vision

To be America's model 21st century urban water utility - one
that fully meets the complex responsibilities of our time and
our environment.

Values
Professionalism | Employing a highly qualified workforce that takes pride in
maintaining the highest level of service

Quality | Supplying products and services of the highest possible standards
through efficiency of operation

Service | Providing courteous, respectful, vigilant, and supportive services to our
customers and the public
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The US Water Industry in the 215t Century
10 Key Trends to Watch

e Uncertain economy

e Adequacy of water resources (quantity and quality)

e Aginginfrastructure (expanded capital needs)

e Shifting water demands (demographics and conservation)
e Changing workforce, dynamic talent life-cycle

* New technology applications

e Social media explosion

* Increasing / expanding regulations

e Resource Recovery and Energy Efficiency (R2E2)

e Climate uncertainty

Paraphrased from The Water Research Foundation, 2012
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Strategic Plan Focus Areas

Supported by executives and management, the Strategic Plan is the umbrella under which PWD
makes/executes plans of action related to these areas:

$‘5 Financial Health &  Work Force Strength and Diversity

* Core Service Delivery ﬂ Facility and System Planning

"' Infrastructure Investment ‘ Sustainable Operations

@ Customer Service 1 Support of the Business Community
IR

The slides that follow illustrate how PWD upholds its progressive strategic goals in its resource
and financial planning.
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Strong Commitment to Asset Management

Favorable, affordable CSO LTCP based on Green

Infrastructure

Doubling of capital re-investment rate to $250+ M per FY2014 - FY2019

year Capital Improvement Program
$1.673B

Long-term (25 year, $10 Billion) CIP planning horizon

Modern work order / asset mgmt systems
Engineering,

— Maximo, CityWorks Administration &
. Material Support
Water Treatment, Distribution and Storage Supply / a e;'zam e -
Demand Study 13% Treatn;:;;l:\a,\lalltles
New WPCP Facility Plans 23%
Conveyance System
Sewer Assessment Plan $312 M

19%
Predictive Risk /Consequence Distribution System

Model

Major voice in DC on infrastructure funding Collector System/CSO/
Flood Relief

Strategic use of innovative financing: 5;2’3‘/""
— PPP
— Green Infrastructure financing

— Encouraging private sector investment



PWD Capital Program
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Capital Fund — Sources of Funding
FY 2014 and FY 2019

(in thousands)

$335,952

$277,477

$195,733

m 2014
m 2019

$36,000

$19,800 $22,475

Total Revenue Bonds Residual Fund Operating Fund
(long term debt)

Excludes Private, State and Federal Fund (2014 — 5620 M, 2019 - 5312 M)




PWD Capital Projects




One Water, One Region
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An Integrated Approach to Water

Infrastructure



Green City, Clean Waters

Combined Sewer Overflow (CSO) Long Term Control Plan

Accepted and endorsed by our partners:

Regulators: PA DEP and EPA

Non-Profits: NRDC, Sierra Club, Clean Water Action, The Nature
Conservancy, Trust for Public Lands

Co-Funders: Rockefeller, Living Cities, and William Penn Foundations

Memorialized by:

2011 Consent Order and Agreement (COA) with the PA Department of
Environmental Protection

2012 Landmark Partnership Agreement and Administrative Order for Compliance
on Consent with the US Environmental Protection Agency




Green City, Clean Waters

Combined Sewer Overflow (CSO) Long Term Control Plan

Philadelphia’s cost-effective, multi-benefit national model
for stormwater management

25 year agreement to spend $1.2 billion on a NPV basis (S2+ billion total) with specific
targets for:
e 10,000 Total Greened Acres
e 85% Overflow Reduction Volume
e Grey infrastructure to support green infrastructure where necessary




Green City, Clean Waters

Combined Sewer Overflow (CSO) Long Term Control Plan

More efficient household water use E Wetlands with

native plants

"™ A City Transformed

A grean infrastructung is emarging to manage stormwater in

Rain Philadelphia. Runoff is reduced, diverted, or fitered by layers of
garden soil, and plant rool systems. Some areas temporanly store runoff
with thirsty until the stress of a storm on the combined sewer system is
plants raduced and water can ba treated in Sewer treatmant plants.
SIRIHCTE Pretmisphe Wl Deparimeae CYATHLA GREER and BAMNDY BALESE nquine Siaft
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Legislative Update

New Rate Making Body

November 2012, a referendum passed allowing for the establishment of an
independent rate-making body, appointed by the Mayor, to be responsible for
fixing and regulating rates and changes.

April 2013, City Council Ordinance introduced setting the composition and
standards for the New Rate Making Board. Ordinance highlights:

— 5-member board, appointed by the Mayor and confirmed by City Council
— Updated and additional financial standards

* 20%-25% pay-go capital funding

* 120 days of unrestricted working capital

* Funding of 100% of projected budget, excluding transfers
— Provides for preparation and consideration of financial stability plan
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Changes to the PWD Financial Plan

Trend up Debt Service coverage
— 1.2xto 1.27x by 2019
— Decrease reliance on the Rate Stabilization Fund (RSF) to maintain coverage

Improve liquidity and financial reserves
— Increase RSF floor from $45 million to $100 million

Target higher levels of internally generated funds
— Increase Capital Project Pay-Go
e 23% for PWD vs. ~“50% for other utilities
— Decrease Debt Ratio *
e 71% for PWD vs. ~30% for other utilities

Aggressively seek higher credit rating
— Ato AA
— For $1B in Bonds, this could save ~$6.0 million per year debt service

Continue to refund existing debt as applicable

*Net funded debt / (fixed assets + working capital)



Water Fund Budget Summary, FY2013 (Mid-Year)

(in Thousands of Dollars)

Budget Mid-Year Projection Variance
Revenues
Locally Generated Non-Tax Revenues 584,399 573,879 (10,520)
Revenue from Other Governments 1,500 2250 750
Revenue from Other Funds 85,990 78,066 (57,924)
Total Revenues 671,889 654,195 (67,694)
Expenditures and Encumbrances
Personal Services 115,698 109723 (6,975)
Employee Benefits 99,198 102,861 (6,975)
Purchase of Services 156,864 147,130 (9,734)
Supplies and Equipment 53,935 50,766 (3,169)
Contributions, Indemnities and Taxes 6,602 6,501 (101)
Debt Service 201,986 201,986
Payments to Other Funds 57,605 55,226 {2,379
Total Expenditures and Encumbrances 691,889 674,196 (22,359)
Operating Surplus (Deficit) for the Year (20,000) (20,000) -
20,000 20,000 -

27

Liquidation of prior period encumbrances - Net

Fund Balance Available, June 30, 2013 - . .
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Fund Balances

Fiscal Year

1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

2013

Rate Stabilization
Fund Ending Balance

$197,413,902
$183,948,979
$153,035,865
$136,283,712
$156,140,387
$128,300,313
$128,902,508
$153,909,810
$185,611,707
$183,130,079
$147,636,618
$145,692,991
$157,050,374

$166,013,978

$118,446,978**

Residual Fund
Ending Balance

$1,922,853
$8,238,385
$15,588,666
$23,646,036
$6,178,000
$10,988,000
$8,746,738
$6,866,582
$1,696,986
$2,239,187
$18,178,750
$20,883,623
$34,907,993
$44,702,071

$0*

* After transfer to DSRF to meet AGM

shortfalls
**After transfer of S47,567,771 to
Water Revenue Account




New Financial Plan
Increases Coverage

= Senior Debt Service Coverage*
1.601 157 1.4 125 1.26 1.27
1.20 1.20 1.20 1.20 1.20 1.21 1.22 1.23 : '
1.20
0.80]
0.40
0.00 ; . 1 ; ; ; . . ]
FY 07 FY 08 FY 09 FY 10 FY 11 FY 12 FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19
Assumed Revenue Increases
Year Percent Increase = Months Effective
FY 2013 4.48% 6
FY 2014 4.48% 12
FY 2015 4.48% 12
FY 2016 5.75% 12
FY 2017 5.75% 12
FY 2018 5.75% 12
FY 2019 4.50% 12
*Includes assumed new money bond issuances through FY 2018
Source: Black & Veatch
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New Financial Plan Projected Cash Flow*

(in Thousands of Dollars)

Fiscal Year 2013 2014 2015 2016
Total Service Revenue — Existing Rates 564 6/6 @ 567 167 550 663 @ 556 550

Total Additional Service Revenue 9,512 51,553 78,639 114,698

Transfer From/(To) Rate Stabilization

e 45,295 17 020 915 ihatialos
Total Revenues 640,630 653,177 661,143 708,731
Total Operating Expenses (396,332) (402,888) (4058,315) (419,266)
Net Revenues After Operations 244,298 250,285 255,828 289,465
Total Senior Debt Service 200697 05 149 (7 98] 258 404
Senior Debt Service Coverage 1.210 x 1.220 x 1.230 x 1.240 x

End of Year Fund Balance Residual
Fund:

End of Year Fund Balance Rate
Stabilization Fund:

Capital Account Deposit (19,380) (19,864) (20,361) (20,870)

Transfer to Construction Fund
(Residual)

2ot e 27,480 L

120,719 103,699 102,784 87,219

0 (19,500) (20,500) (34,000)

2017 2018
s H B

152,435 191,927
(3.555) (2,885)
723,942 767,184
(432,914) (447,102)
291,028 320,082
232.8197::::::254.031
1.250 x 1.260 x
36,817 44,124
91,054 88,169
Rainconk i st

(36,000)  (44,300)

2019
547,145

224,041
(43.255)
749,772
(461,855)
287,917
226,702
1.270 x
Blianity
131,424
(22,475)

(36,000)

30 *Black & Veatch Projections




Solid Financial Performance with Revenues
Consistently Exceeding Expenses

= FY 2012 Operating Results:
Operating Revenues increased by $22.7 million (4.0 %) primarily due to a 5.9% rate increase

Operating Expenses increased by $17.44 million (4.8 %) due primarily to a $15.3 million increase in payroll
costs (primarily pensions) and increase of $10.6 million in purchase of contracted services

Increase in reserve accounts, including: $9.0 million to Rate Stabilization Fund (“RSF”), $18.9 million to the

Capital Account and $9.8 million to the Residual Fund

800 — — .
Historical Operating Results* 617
603
555

$ Millions

FY 13
(Projected)

FY 10 FY 11 FY 12

FY 07 FY 08 FY 09
M Total Operating Revenue M Total Operating Expenses

= Preliminary Budgetary FY 2013 mid year projections indicate:
— Projected Revenue Level increased to $654 million due to a 5.8% water and sewer rate increase
— Projected Expense Level increased to $674 million due to an $12.1 million increase in pension costs,

$17.9 million increase in contractual services and $9.5 million increase in debt service costs

— Projected RSF withdrawal of $47.5 million

*Does not take into account debt service payments

Source: Philadelphia Water Department
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Managing Wholesale Contracts

Strategically re-examining regional opportunities for expansion of services

Modernizing our existing, long-term agreements
— Extending terms
— Increasing management fees from 10 to 12%
— Requiring wastewater system partners to take on proportionate share of CSO LTCP costs
— Requiring water system partners to share cost of system redundancy and reliability

Our largest customer, DELCORA, agreed to a new 15-year contract (April,
2013) which includes payment of a 9.8% share of future CSO LTCP costs

Similarly re-negotiating contracts with Springfield, Abington and
Cheltenham Townships

Reviewing relationship with our neighbor, Aqua Pennsylvania, for mutual
benefit
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Managing Debt Profile with
Capacity for Future Financing Needs

PWD has approximately $1.832 billion of debt outstanding as of June 30, 2012, with an overall final
maturity in FY 2041, and an average life of 9.67 years

$67 million of unhedged variable rate (3.6% of total)
$81.995 million of variable rate bonds with a swap that terminates on August 1, 2018 (4.4% of total)

$145.347million borrowed under the Pennvest Loan Program (7.6% of total) - $215 million
authorized

City of Philadelphia - Water and Wastewater
Outstanding Debt Service

2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041

W Water and Wastewater W Pennvest Loans
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Emphasizing Strong Credit Fundamentals
+ Performing Consistently

Conservative budgeting and projections;
significant reserves

- ~
- =<
- ~

Strong commitment to proactive

infrastructure maintenance 6
1
1
1
1
1
1
]
1

Philadelphia

6 3-year rate increase
\
\
\
1
\
1

Essential water and
wastewater services to the
entire southeastern PA

region

Water Department

1
e Financial performance continues to

exceed past projections

S
\
N
A 14
A .
~ .
~ .,
~ -
S u -7
~o -
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Relatively low rates compared to
local competition
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Reducing Costs

New Strategic Business Plan Initiatives

Re-Investing in Infrastructure Planning and Renewal
Continuous Improvement and management review
Innovation in new ideas and technologies

Public Private Partnerships

Leveraging Resources / Coordinating Capital

New Financial Plan

Forming partnerships with historical adversaries

Energy Portfolio Diversification
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PWD Leadership: 2012 Achievements

PWD is focused on consistent improvement and on living up to its mission to continue
to be America’s most innovative utility. The Department’s many accomplishments are
a reflection of this ongoing commitment. Here are just a few from this year:

e PWD has begun a pilot program to investigate the cost-effectiveness of using
geothermal technology which uses heat from treatment plant wastewater to
warm buildings on-site.

e Construction of our Northeast Biogas Cogeneration facility is near completion. This
site will capture the methane gas that was previously a waste product of treatment
and convert it into 43 million kWh/ year of useable electricity.

* In February, operation of the PWD Biosolids Recycling Center began. The center
recycles environmental waste into fertilizer pellets, which are now being
purchased by farmers throughout the East Coast.



PWD Leadership: 2012 Achievements

The development of our Contaminant Warning System protects the public from
acts of terrorism and other assaults on the water supply with timely detection of
water contamination events; it’s been hailed as a national model.

For the 12th year in a row, all of our drinking water treatment facilities were
awarded by the US EPA for delivering drinking water that meets or exceeds
quality standards 100% of the time.

The Department’s water main break rate is well below the national average, with
30 fewer breaks this year than any other major city.

PWD has partnered with the U.S. Army Corps of Engineers to develop flood
protection solutions, in the wake of Hurricane Sandy and the increase in number
and magnitude of recent storms.
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2012 Sampling of Awards & Recognition

U.S. Water Alliance 2012 U.S. Water Prize
For excellence in urban water sustainability

Pennsylvania Horticultural Society (PHS) 2012 Sustainability Award
For approaches to stormwater management

National Association of Clean Water Agencies (NACWA) 2012 Gold Peak Performance Awards
For 100% regulatory compliance at our 3 Water Pollution Control Plants

U.S. EPA Green Power Leadership Award
For citywide achievement in green power purchasing

Delaware Valley Regional Planning Commission (DVRPC) Regional Excellence Award
Best Regional Environmental Program, 2012, Green City, Clean Waters

Philadelphia Parks Alliance Leadership Award

Recognition of Water Commissioner, Howard Neukrug, for dedication as a parks advocate, for founding the
Office of Watersheds, and for creation of Green City, Clean Waters




Contact Information

City of Philadelphia and Philadelphia Water Department

Nancy Winkler, Treasurer
(215) 686-2303 nancy.winkler@phila.gov

Howard Neukrug, PE, BCEE, Water Commissioner
(215) 685-6104 howard.neukrug@phila.gov

James Lanham, Deputy Treasurer
(215) 686-2145 james.lanham@phila.gov

Joe Clare, Deputy Water Commissioner
(215) 685-6106 joseph.clare@phila.gov

Additional information can be found at the City’s and PWD’s investor relations websites:
www.phila.gov/investor
http://www.phila.gov/water/invest_relations.html

=
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Capital Improvement Program
FY 2014 - FY 2019

Fiscal Year

Capital Budget Summary 2005 2014 2014-2019

Collector System/CSO/Flood Relief 28,510,000 $106,860,000 $762,660,000
Conveyance System 21,930,000 36,085,000 312,385,000
Engineering, Administration & Material Support 22,604,000 32,208,000 209,968,000
Treatment Facilities 46,000,000 60,000,000 388,000,000
Totals 119,004,000 $235,153,000 $1,673,013,000
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Example of Trends to Watch:
Potential Federal Drinking Water Regulations

Regulatory Actions

New “Lead-Free” Definition

Perchlorate

Third Regulatory Determination (RD3)
Long-Term LCR Revisions (LT-LCR)
Carcinogenic VOCs (cVOCs)

Third Six-Year Review (SY3)

Third Reg Det. Regulations (if EPA makes
positive determinations)

Proposal

Feb. 2013*
Dec. 2013

Mid-2013
Sept. 2013
Lt 7
2015

2015 201

Final

Jan. 4, 2014

Aug. 2014*
2015

2014/2015
2015
2015
2016
2018/2019
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Meeting Key Performance Measures

Measurement

Millions of Gallons of Treated
Water

Percent of Time Philadelphia’s
Drinking Water

Met or Surpassed State &
Federal Standards

Miles of Pipeline Surveyed for
Leakage

Water Main Breaks Repaired

Average Time to Repair a
Water Main Break

upon Crew Arrival at Site
(hours)

Number of Storm Drains
Cleaned

FYO06

94,139

100%

1,104

659

s

76,721

FYO7

95,374

100%

1,024

824

i

76,478

FYO8

93,679

100%

S

687

7.6

75,804

FYO9

91,747

100%

S

802

1

77,012

FY10

91,560

100%

i

646

il

72,802

FY11

91,250

100%

c

954

b

71,771

FY12

87,341

100%

Gecel

563

i’

83,870

Source: Philadelphia Water Department




